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Mr. Caprnart, from the Committee on Banking and Currency, 
submitted the following 


REPORT 


PART I. INTRODUCTION AND SUMMARY STATEMENT 


To stimulate the national economy, the Congress in 1934 passed 
the National Housing Act, giving Government financing assistance to 
residential construction and home repair programs. Subsequently, 


Congress amended the act to encourage the construction of badly 
needed rental housing units. But a few greedy, and sometimes 
dishonest, builders and repairmen and incompetent, lax, and some- 
times dishonest FHA officials, used the act as a vehicle to enable a few 
to reap fortunes at the expense of the American people. 

This investigation originated in the action taken by the President 
of the United States on April 12, 1954, when he directed the Admin- 
istrator of the Housing and Home Finance Agency to take into 
custody the records of the Federal Housing Administration. This 
action by the President resulted from a report by the Commissioner of 
Internal Revenue, T. Coleman Andrews, showing large windfall 
profits in 1,149 rental d projects disclosed by the income-tax 
returns of the corporations sponsoring those projects and by a report 
of the Federal Bureau of Investigation which we understand disclosed 
widespread frauds and irregularities under the title I home repair and 
improvement program. 

There was then pending before this committee the bill which 
subsequently became the Housing Act of 1954. Preliminary hearings 
on the charges inherent in the President’s announcement were held 
by this committee April 19-29, 1954, in connection with the pending 
legislation, as a result of which the committee added safeguards to 
the law to prevent the then known abuses. 

The magnitude of the irregularities involved made necessary a more 
comprehensive investigation of FHA. This committee unanimously 
approved, and the Senate unanimously adopted, Senate Resolution 
229 providing funds for this committee’s investigation of the ad- 
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ministration of the National Housing Act by the Federal Housing 
Administration. 

Forty-three days of public hearings in this inquiry were held during 
the period from June 28, 1954, through October 8, 1954, in W ashing- 
ton, New York, Los Angeles, New Orleans, Chic ago, Indianapolis, 
and Detroit. The committee heard 372 witnesses in public hearings 
and recorded 7,754 pages of testimony. All witnesses appe aring 
before the committee at public hearings other than public witnesses 
had previously testified in executive session. The testimony of the 
671 witnesses who appeared in executive session ran to 18,044 type- 
written pages. From these executive hearings a determination was 
made of the witnesses to be heard in public. 

The committee heard public testimony with respect to 543 (7.7 
percent) of the 7,045 projects insured under section 608 of the Na- 
tional Housing Act. The total FHA insured mortgages on these 543 
projects were $738.5 million. The statute provided for FHA insured 
mortgages not in excess of 90 percent of the estimated cost of the 
project. Presumably, therefore, the sponsors of those projects should 
have had in excess of $73 million of their own capital invested in those 
projects. However, the testimony showed that in 437 of those 
projects involving mortgages totaling $590.1 million, the mortgage 
proceeds exceeded all costs of every kind or description. In those 
cases the mortgage proceeds exceeded 100 percent of the costs, ad- 
cording to the builders’ own computation of their costs, by $75.8 
million. In the remaining 106 cases, involving mortgages of $148.4 
million, the mortgage proceeds fell short of meeting all costs by $6.8 
million, but even this investment was far less than the 10 percent 
contemplated by the statute. 

While the builders’ own computation of the excess of mortgage pro- 
ceeds over cost was used in those cases, our inquiry indicates that 
these costs, in at least some cases, and we do not know how many cases, 
included improper charges. An audit of the actual cost in each case 
would undoubtedly result in excess mortgage proceeds over actual costs 
їп а greater sum, 

In these projects, upon completion, the sponsors were the owners of 
the buildings and had in their pockets excess mortgage proceeds in 
cash amounting to millions of dollars (after paying, or reimbursing 
themselves for the payment, of every cost in connection with the 
project from land acquisition to lawyers’ fees). There is no personal 
responsibility or liability upon the builder or sponsor to repay the 
borrowed mortgage money. Only the property is liable for the repay- 
ment of the debt, over a "period of 30 or more years, from the rental 
income to be paid by the tenants. 

In a great many cases sponsors filed consolidated tax returns to 
avoid the payment of any Federal income taxes on these funds— 
money they received which they are never required to repay. In most 
other cases of windfall profits the device of obtaining an increased 
appraisal of the property and of writing up its value was used to dis- 
burse these funds as a distribution of “surplus” which was claimed to 
be taxable only at 25 percent as a long-term capital gain. In but few 
cases were normal income taxes paid on these funds. 

The FHA program involved over $34 billion of Government-insured 
financing. The largest portion, $17.5 billion, financed the construc- 
tion of 2.9 million single-family homes under section 203 of the act. 
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The home repair and improvement program, under title I of the act, 
accounted for $8 billion of Government commitments. The 2 major 
programs under title VI accounted for $7 billion of Government- 
guaranteed commitments, divided about equally between the 1- to 
4-family dwellings under section 603 of the act and the multifamily 
rental apartments under section 608 of the act. The military and 
defense housing programs under sections 803 and 903 of the act util- 
ized $1 billion of Government-guaranteed commitments. A summary 
of the number of loans, the number of units, and the original amount 
of Government Ven we tone issued to June 30, 1954, is included in 
the appendix (p. 127). 

The FHA rental housing program made a very substantial contribu- 
tion toward providing badly needed rental housing in the period during 
and after World War II. А total of 465,683 rental units were built in 
7,045 projects under section 608. This was a considerable accom- 
plishment achieved under the National Housing Act. But we are 
not prepared to accept the premise that adequate rental housing 
cannot be made available to the American people except when un- 
conscionable profits are realized through abuses and irregularities in 
the program. We recognize the accomplishments of FHA’s rental 
housing program and the integrity of most FHA employees and 
builders. We are critical only of the unlawful and improper practices 
which accompanied the program; and we do not admit that such a 
program cannot be honestly and properly successful. 

We have frequently been told that the building industry will not 
build multifamily rental housing unless the builder can make a fair 
profit out of the Government- financed mortgage funds and also con- 
tinue to own the property without any substantial investment. If 
that is the only alternative it is better that the Government build such 
projects itself. 

The basic vehicles through which these irregularities were achieved 
by some builders were the filing of false applic: ations by builders and 
the making of unrealistic appraisals and estimates by FHA. There 
is almost no case in which a builder achieved a substantial windfall in 
which his application for an FHA mortgage commitment did not 
contain false statements. Some builders have valued land at 3, 4, 
and 5 times its cost, frequently within a matter of days after they had 
purchased the land. The committee found projects where the esti- 
mated architect’s fees were 5 or 10 times the amount provided for in 
written. contracts for those services. They have included land as an 
equity investment in the project when in fact their prearranged agree- 
ments provided for payment for the land ont of the mortgage proceeds. 
They have even estimated construction costs substantially higher than 
the costs called for in written contracts with the building contractor. 

This was accompanied by corruption in some cases. In a great 
number of cases the substantial entertaining and wining and dining of 
FHA people by builders appears to have been to the disadvantage of 
the public. In other cases FHA employees were working for and 
being paid by the very builders whose applications they were proc- 
essing. In still other cases FHA employees seem to have been 
incompetent to administer the program in their charge. 

The Congress sought to prevent frauds by making it a crime, 
punishable by a $5,000 fine and imprisonment for 2 years, to make any 
false statement or to willfully overvalue any asset in an FHA applica- 
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tion. FHA, on the other hand, apparently considered itself obligated 
to obtain rental housing at any cost, and thereby accepted the many 
demands and devices of builders. FHA not only ignored that crim- 
inal provision of the act, but it virtually invited builders to make 
false statements in their applications by publicly stating that it 
would not consider incorrect statements in applications as havi ing any 
materiality. Most of these frauds could not have occurred if the build- 
ers had been required to file truthful applications. 

The statute of limitations on the crime of filing a false application 
under the National Housing Act is 3 years. Since no applications 
could have been filed after the expiration of the act on March 1, 1950 
(except for amendments to then existing applications) it appears 
that the statute of limitations is a bar to present criminal prosecution 
of these offenses. In 1951, and again in 1953, the Attorney General 
sought to prosecute builders for making false or incomplete dis- 
closures. In each case the General Counsel of FHA advised that 
FHA was not deceived because it did not rely on the statements of 
the builders. We concur in the views apparently expressed by two 
Attorneys General that the offense of making false statements in 
FHA applications should be subject to criminal prosecution and 
we cannot condone the action of FHA in preventing this action. 
Nor can we approve the position of FHA in allegedly paying no atten- 
tion to the statements in the builders’ applications. 

We have heard that many of its loose practices were the result of a 
vigorous effort by FHA to induce builders to construct more rental 
housing projects. It is for the Congress, however, to determine the 
extent to which the Federal Government will go in subsidizing and 
stimulating rental housing. FHA had authority to encourage the 
construction of housing only within the limitations, incentives, and 
permissive conduct provided for by the acts of Congress. 

The unconscionable windfall prefits have not infrequently been 
linked by builders with the crying demand for rental housing in the 
postwar era. The Congress, with the concurrence of FHA, felt this 
pent-up demand had been substantially met by the end of 1949 for it 
permitted section 608 of the act to expire on March 1, 1950. Sig- 
nificantly we find almost no windfalls in the years 1946-48 when the 
housing shortage was greatest. There were a few windfalls in 1949. 
But the greatest number of the largest and most unreasonable wind- 
falls occurred in 1950-51. Most of those projects were not com- 
pleted until after the expiration of this section of the act. 

In 1947 the Congress sought to preclude excessive valuation of these 
projects by amending the act to provide that “the Federal Housing 
Commissioner shall therefore use ever y feasible means to assure that 
such estimates will approximate as closely as possible the actual costs 
of efficient. building operations." "The record discloses that FHA 
wholly ignored this act of Congress. 

In compliance with the statute FHA's mortgage commitment 
could not exceed 90 percent of its estimated cost of construction. 
Therefore, wherever the actual cost of a project w as 15 percent below 
the amount of the FHA insured mortgage it was 25 percent below the 
FHA estimate of costs. In some projects this variance was as much 
as 30 and 40 percent. Rentals that owners of FHA insured projects 
were permitted to charge were based, not on the actual costs, and not 
on the amount of the mortgage, but on the original FHA estimate of 
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costs. Permissive rents included a 6% percent return on this FHA 
estimate of costs or on comparable rentals of similar accommodations, 
whichever was the lower. 

Excessive mortgages require higher rental income to meet the addi- 
tional interest and amortization charges required by the increased 
amount of the mortgage. In the present rental market, which con- 
tinues to be tight in some areas of the country, some tenants are 
paying excessive rent to carry these inflated mortgages. They will 
continue to be required to do so unless other rental facilities become 
available to them. If and when the time comes that tenants have 
the opportunity to move to rental projects not requiring these inflated 
carrying charges, it is not unlikely the owners of such projects will 
be unable to obtain the rents necessary to carry their projects. We 
may then expect a substantial number of these properties to be 
returned to the FHA under its guaranty of the mortgage, as the 
inadequate income precipitates mortgage defaults, 

Either the tenants or the FHA must pay the costs of those excessive 
mortgages. To date most of that cost has been visited upon helpless 
tenants. 

We are not unmindful of the responsibility of the Congress, which 
enacted the National Housing Act. The record, however, leads to 
the inescapable conclusion that these frauds could not have occurred 
had the criminal penalties against false applications been enforced, 
and had FHA complied with the 1947 amendment to the act in making 
its estimates “as close as possible to the actual costs of efficient 
building operations.” It was not defects in the statute, but its 
maladministration by FHA, which was responsible for these frauds. 


The Congress can be criticized only for having waited so long to 
investigate this program. 

The home-repair and improvement program, under title I of the 
Housing Act, was adopted in 1934 to stimulate business and encourage 
needed home repairs. The act permits a homeowner to make repairs 
without making any downpayment to the contractor and permits the 
contractor to discount the homeowner’s note at a bank with an FHA 


guaranty. Over the vears ‘‘suede-shoe salesmen” and “dynamiters,” 
whose ranks have included racketeers and gangsters, have infiltrated 
this business. They have used fraudulent and deceptive sales prac- 
tices on thousands of homeowners. 

In the belief that home repairs of substantial value would cost them 
little or nothing many homeowners have signed contracts which they 
did not read or understand. After obtaming work which was either 
unsatisfactory or worthless, these homeowners found that a bank held 
their note for a substantial sum of money and that under the law they 
had no defense to the payment of the note, in spite of the frauds prac- 
ticed upon them. The testimony shows that many lending institu- 
tions were, at a minimum, careless in accepting notes from question- 
able dealers and thereby encouraged these fraudulent practices. 

Most home-repair contractors are both honest and reliable. But 
laxity m the administration of the title I program enabled dishonest 
people to make large sums in illicit profits from owners of small homes 
who perhaps could least afford the losses. 

The Commissioner of Internal Revenue has indicated an intention to 
vigorously prosecute the tax laws to recover for the Government such 
sums as are due to it from these recipients of ill-gotten gains. We urge 
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the Commissioner to continue, and if possible to increase, the vigor 
of this program. The Department of Justice has during the course 
of this investigation convicted 60 persons and obtained 78 indictments 
against 126 persons for offenses connected with the National Housing 
Act, largely under the title I home improvement program. Up to the 
present time, there have been very few convictions under section 
608. The Department of Justice and the United States district attor- 
neys are urged to continue, and if possible to increase, the vigor of 
their prosecutions of all who have committed criminal offenses under 
the National Housing Act where the statute of limitations has not 
expired. 

This committee has turned over to the Attorney General and to 
the Commissioner of Internal Revenue data and information obtained 
during our investigation. The committee wishes to express its appre- 
ciation to the General Accounting Office, the Bureau of Internal 
Revenue, the Department of Justice, and the Federal Trade Com- 
mission for the complete and most helpful cooperation each of them 
extended during this investigation. 

It is not possible to state the total cost of the section 608 program 
to FHA to this date. As of May 31, 1954, the FHA had become the 
owner of either the properties or the mortgage notes of 291 section 
608 projects containing 18,850 units and representing an investment 
of $128.7 million. Forty-one of these properties, in which FHA had 
an investment of $13.9 million, have been sold for a net loss of $952,880. 
Until the FHA is able to sell the remaining 250 properties in default, 
it is not possible to estimate what, if any, will be its loss on this $114.8 
million investment. There is available for section 608 losses a re- 
serve fund of $105.2 million. Inflation during the last 5 years has 
minimized the FHA’s present loss and has perhaps prevented other 
defaults. The FHA and the Federal Government continue to be 
liable for the over $3 billion of mortgage commitments which remain 
outstanding under the section 608 program. (For summary of the 
section 608 program, see chart on p. 72.) 

It is difficult, if not impossible, to estimate the total amount by 
which the American people were defrauded in the FHA program. We 
have inquired into only 543 of the 7,045 projects constructed under 
section 608 of the act in which the Government’s commitments totaled 
$3.4 billion. In projects that we have examined the total costs were 
more than $75 million less than the mortgage proceeds, although the 
statute contemplated that in projects of that dollar volume the costs 
would have been $73 million in excess of the amount of the mortgage. 
And that total represents the builders’ own computation of costs 
shown in at least some cases to be excessive. Rents in FHA insured 
projects are based upon the FHA estimate of the cost to construct 
the project. For every $1 million of excessive estimate, the tenants 
may pay as much as $65,000 a year excessive rent—for the 30-year 
life of the mortgage. 

We did not have the opportunity to examine many of the 1- to 4- 
family rental projects in the $3.6 billion program under section 603 
of the act. In one case, however, we found a $29 million mortgage to 
be more than $5 million in excess of the actual costs of the project. 

In the $8 billion home repair and improvement program there are 
many cases in which homeowners were charged 2, 3, and 4 times the 
value of the work done; and in some cases the work was actually 
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worthless. In many cases the commissions of the so-called salesmen, 
called “dynamiters” in the trade, ran to 50 percent of the charge 
made to the homeowner for the work. 


COMMENT BY SENATORS FULBRIGHT, ROBERTSON, SPARKMAN, FREAR, 
DOUGLAS, AND LEHMAN 


We appreciate the fact that the committee has adopted many of the 
suggestions we have made for changes in this and other sections of 
the report. For this reason, and because we believe there is much in 
it to be commended, we have not objected to the issuance of the report, 
although we have reservations with respect to portions of it. We 
shall note some of our reservations at points in the text of the report. 
(See also pages 34, 50, and 106.) 

As to this section, we feel the report goes too far toward giving the 
impression that virtually all cases involving an excess of mortgage 
amount over actual costs involved fraud —especially if fraud is given 
the meaning which it has in criminal proceedings. 

The report correctly points out that unrealistic appraisals and 
estimates in builders applications were encouraged by the fact that 
FHA did not consider these practices to be fraudulent and did not 
rely on them in making its own evaluation. 

In passing judgment on these facts, however, the committee should 
take into consideration that under the law at that time, or even now, 
FHA’s determination of the mortgage amount was not to be based 
upon the actual costs of a completed individual project, nor upon the 
estimates of costs, or contract costs, in the application, but upon 
FHA’s own estimates. 

Congress permitted FHA to make its determination of mortgage 
amounts on the basis of the estimated replacement costs of the 
project. This determination had to be made in advance of construc- 
tion, upon the basis of FHA’s own estimates, not those of the builder, 
nor the actual cost of the completed project. 

The standard practice of evaluating land, therefore, was not what 
it may have cost the owner but its estimated value. As to archi- 
tects’ fees and builders’ profits, the practice was not what actually 
was paid, but what normally would be paid, if the construction were 
to be duplicated. 

That these estimates by the FHA were faulty in many cases is 
apparent. That certain FHA officials were lax in their exercise of 
authority to prevent excessive profits is also apparent. That some 
builders wrung excessive profits out of a war-created housing emer- 
gency is less than admirable. 

Undoubtedly there were cases of fraud. It is going too far, however, 
to imply, as we believe the report does, that all who overestimated 
costs and received excessive mortgage money were guilty of legal 
“fraud,” and have escaped prosecution only because ‘the statute of 
limitations has expired. 





PART II. STATUTE: THE NATIONAL HOUSING ACT 


The point of beginning in any inquiry of the Federal Housing 
Administration is the National Housing Act adopted by the Congress 
in 1934 by which the Federal Housing Administration was created 
and under which its duties were set forth. Under our constitutional 
form of government, it is the function of Congress to enact workable 
legislation. The executive branch must intellige ntly and properly 
administer that legislation as passed by the Congress. Arguments 
have been made as to the economic soundness of the National Housing 
Act, particularly of section 608. We have not attempted, however, 
to reappraise the economie issues before the Congress in passing the 
National Housing Act. Our inquiry has been directed toward how 
the law worked out, and whether its deficiencies resulted from poor 
legislative drafting of the law or from poor administration. The 
Congress should be held responsible for abuses only if it failed to per- 
mit and provide for proper administration of the program. 

The specific provisions of the statute throw great light on the extent 
to which FHA intelligently and honestly administered the housing 
program as well as the extent to which the Congress exercised its 
legislative responsibility. Nine sections of this act have been re- 
viewed, to a lesser or greater extent, in this investigation. The com- 


mittee’s principal inquiry has been of the administration of the home- 
repair and improvement progr am provided for in section 2 under title 


I of the act, and the multifamily rental projects administered under 
title VI, section 608, of the act. Attention has been directed par- 
ticularly to these programs because the greatest abuses were con- 
centrated there. 

Other programs inquired into more briefly by the committee are: 
Guaranties of mortgages of 1- to 4-family sale houses under section 
203 of the act; guaranties of mortgages for multifamily rental projects 
under section 207 (at 80 percent of economic value, as distinguished 
from 90 percent of estimated costs under sec. 608); guaranties of 
mortgages for supposedly nonprofit cooperative ventures at 95 
percent of estimated costs under section 213; guaranties of mortgages 
for 1- to 4-family houses under section 603; guaranties of mortgages 
of multifamily residential projects at military bases under section 803; 
guaranties of single- and 2-family residential houses in defense areas 
under section 903; and Federal subsidies for slum-clearance projects 
under title I of the Housing Act of 1949. 


History of section 608 

Section 608, about which there has been a great deal of controversy, 
was added to the National Housing Act on May 26, 1942 (P ublic 
Law 559, 77th Cong.). It authorized the FHA Administrator to 
insure mortgages on property “designed for rent, for residential use 
by war workers”. The principal amount of any such mortgage was 
limited to $5 million; there was a further limitation of $1, 350 per 
room. The act also provided that mortgages could not exceed 90 
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percent of the Administrator’s estimate of the “reasonable replace- 
ment cost” of the completed project “including the land; the pro- 
posed physical improvements; utilities within the boundaries of the 
property or project; architects’ fees; taxes and interest accruing 
during construction; and other miscellaneous charges incidental to 
construction and approved by the Administrator.” A further limi- 
tation was that the mortgage could not exceed the “amount which 
the Administrator estimates will be the cost of the completed physical 
improvements on the property or project, exclusive of off-site public 
utilities and streets, and organization and legal expenses 

The Administrator was authorized to require the mortgagor to be 
regulated or restricted as to “rents, or sales, charges, capital structure, 
rate of return, and method of operation.” In order to enforce these 
restrictions effectively, the Administrator was authorized to acquire 
$100 of stock in any such mortgagor. 

Many changes were made in the act in 1946 (Public Law 388, 79th 
Cong.). Priority in occupancy of the F Н. i insured properties was 
given to veterans of World War II and their immediate families. 
The maximum mortgage per room was increased to $1,500 and the 
Administrator was given discretion to increase this amount to $1,800 
per room if cost levels so required. The basis for the Administrator’s 
estimate of cost was changed from “reasonable current cost" to 
"necessary current cost" 

A major amendment to Yeo section was made December 31, 1947, 
when Congress imposed the restrietion that: 

In estimating necessary current cost for the purposes of said title, the Federal 
Housing Commissioner shall therefor use every feasible means to assure that such 


estimates will approximate as closely as possible the actual costs of efficient build- 
ing operations. (Public Law 394, 80th Cong.). 


In 1948 a maximum limitation of $8,100 per family unit was sub- 
stituted for the previous maximum limitation of $1,800 per room 
(Public Law 901, 80th Cong.). This turned out to be a very significant 
change for thereafter many projects were authorized in which 70 to 
90 percent of the apartments were 1-room efficiencies. That amend- 
ment also added a provision requiring 


That the principal obligation of the mortgage shall not, in any event, exceed 
90 percent of the Administ rator’s estimate of the replacement cost of the property 
or project on the basis of the costs prevailing on December 31, 1947, for properties 
or projects of comparable quality in the locality where such property or project 
is to be located. 

A new requirement was added that the mortgagor must certify 
that in selecting tenants for the property covered by the mortgage, 
he would not discriminate against any family by reason of the fact 
that there were children in the family. 

The final extension of the program came in 1949. when March 1, 
1950, was established as the terminal date (Public Law 387, 8181 
Cong.). The program was permitted to expire on that date. 
History of section 603 

Section 603 was added to the National Housing Act in 1941 to pro- 
vide 1- to 4-family sale and rental housing to meet the acute shortage 
caused by the national-defense activities (Public Law 24, 77th Cong.). 
The original requirements for insurance eligibility were that (1) the 
mortgage could not exceed 90 perc ent of appraised value and $4,000 
for a 1- family dwelling, $6,000 for a 2-family residence, $8,000 for a 
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3-family residence, and $10,500 for a 4-family residence and (2) the 
mortgage could not have a maturity in excess of 20 years. 

In 1946, priority under this section was given to veterans and their 
families КА two major changes were made. The first change sub- 
stituted necessary current cost for appraised value in determining the 
maximum amount of the mortgage under the 90-percent mortgage 
formula. The second authorized the Commissioner to prescribe higher 
maximum insurable mortgage amounts for these one to four family-size 
dwellings if he found that at any time or in any particular geographic 
area it was not feasible within the mortgage limitations to construct such 
dwellings without sacrifice of sound standards of construction, design, 
or livability. The higher maximum insurable amounts were $8,100, 
$12,500, $15,750, and $18,000 for 1-, 2-, 3-, and 4-family dwellings 
respectively (Public Law 388, 79th Cong.). 

Authority to insure mortgages under this section was terminated on 
April 30, 1948 (Public Law 901, 80th Cong.). 


History of section 203 

Section 203 has been a part of the National Housing Act since 1934 
(Public Law 479, 73d Cong.). This program provided for FHA 
mortgage insurance on 1- to 4-family sales houses. ‘This committee 
did not inquire into that program as a part of this investigation. The 
principal amount of a mortgage under this section could not exceed 
$16,000 or 80 percent of the appraised value of the property, and 
the term of the mortgage could not exceed 20 years. 

In 1938, section 203 was amended to provide 2 additional plans of 
mortgage insurance for single-family owner-occupant dwellings (Public 
Law 424, 75th Cong.). 

Under one plan, the mortgage could not exceed $5,400 or 90 percent 
of the appraised value and the term of the mortgage could not exceed 
25 years. 

'The other new plan provided that the mortgage could not exceed 
$8,600 and could not exceed the sum of 90 percent of $6,000 of the 
appraised value plus 80 percent of such value in excess of $6,000 up 
to $10,000. The term of the mortgage was limited to a maximum oí 
20 years. 

‘The Housing Act of 1954 repealed many overlapping and com- 
lex provisions of section 203 and established a simpler and more 
iberal formula for determining maximum mortgage limitations 
(Public Law 560, 83d Cong.). The section now provides that the 
maximum amounts of mortgages which can be insured by FHA are 
$20,000 for a 1- or 2-family residence; $27,500 for a 3-family residence; 
and $35,000 for a 4-family residence. The mortgage cannot exceed 
the sum of 95 percent of $9,000 of appraised value and 75 percent of 
the appraised value in excess of $9,000, with authority for the Presi- 
dent to increase the $9,000 limitation to $10,000 if he determines such 
action to be in the public interest. 

If the mortgagor is not the occupant of the property, the maximum 
loan to value ratio cannot exceed 85 percent of the mortgage loan 
which an owner-occupant can obtain. The maximum maturity of 
mortgages insured under section 203 cannot exceed 30 years or three- 

uarters of the Commissioner’s estimate of the remaining economic 
life of the building improvements, whichever is lesser. 
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History of section 207 

Section 207 was another one of the original programs of the National 
Housing Act of 1934 and provided mortgage insurance for rental 
housing (Public Law 479, 73d Cong.). Title to the property had to 
be held by Federal or State instrumentalities, private limited dividend 
corporation, or municipal corporate instrumentalities, formed for the 
purpose of providing housing for persons of low income. These 
instrumentalities and corporations were required to be regulated by 
law or by the FHA Administrator as to rents, charges, capital struc- 
ture, rate of return, or methods of operation. The maximum mort- 
gage insurance could not exceed $10 million for one project. 

In 1938, section 207 was amended to provide that certain regulated 
private corporations could qualify as mortgagors (Public Law 424, 75th 
Cong.). The amount of the mortgage could not exceed $5 million, nor 
exceed 80 percent of the Administrator’s estimate of the value of the 
project when the proposed improvements were completed, and could 
not exceed $1,350 per room. 

In 1939, section 207 was amended to provide that the amount of 
the insured mortgage could not exceed the Administrator’s estimate 
of the cost of the completed physical improvements on the property, 
exclusive of the following: Public utilities and streets, taxes, interest 
and insurance during construction; organization and legal expenses 
and miscellaneous charges during or incidental to construction (Public 
Law 111, 76th Cong). 

The Housing Act of 1948 (Public Law 901, 80th Cong.) made further 
major changes in this section. Redevelopment and housing corpora- 
tions were added to the list of public corporate bodies which could 
be permissible mortgagors and an exception to the $5 million mortgage 
limitation was made for public corporate mortgagors setting their 
mortgage ceiling at $50 million. 

The amount of the insured mortgage could not exceed 80 percent 
of the amount which the Administrator estimated would be the value 
of the property or project when the proposed improvements were 
completed, including the land; the proposed physical improvements, 
utilities within the boundaries of the property or project, architects’ 
fees, taxes, and interest accruing during construction, and other miscel- 
laneous charges incident to construction and approved by the Ad- 
ministrator. 

Moreover, for the private corporate mortgagor the mortgage could 
not exceed the Administrator's estimate of the cost of the completed 
improvements exclusive of publie utilities and streets and organiza- 
tion and legal expenses. The amount of the mortgage could not ex- 
ceed $8,100 per family unit in any case. 

Major changes were made in the provisions of section 207 by the 
enactment of the Housing Act of 1950 (Publie Law 475, 81st Cong.). 
The section 207 mortgagor was required to certify that he would not 
discriminate against children in selecting tenants for the projects. 
The amount of the mortgage could not exceed 90 percent of the first 
$7,000 of estimated value per family unit plus 60 percent of such esti- 
mated value in excess of $7,000 up to $10,000 per family unit. A 
further modification stated that the mortgage could not exceed $8,100 
per family unit or $7,200 per family unit if there were less than 4% 
rooms in the family unit. 
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A further major change in the loan to value ratio came in 1953 
(Public Law 94, 83d Cong.). The language was reinstated that the 
mortgage amount could not exceed 80 percent of the estimated value 
of the completed project and the more complex formula was dis- 
carded. The maximum mortgage limits were set at $2,000 per room, 
$7,200 per family unit of less than 4% rooms and a maximum of $10,- 
000 per family unit. 

The Housing Act of 1954 provided for maximum mortgages of $2,000 
per room and $7,200 per family unit of less than 4 rooms (Public Law 
560, 83d Cong.). The $10,000 per family unit limitation was re- 

pealed. However, the Commissioner was given the discretion to in- 
crease the per room limitation to $2,400 and the family unit limita- 
tion to $7,500 in elevator-type structures to compensate for the higher 
costs of construction for such structures. No change was made in the 
loan to value ratio. 

A new provision was added to prevent “windfall profits,’ by re- 
quiring the builder to certify the amount of his actual costs. If the 
proceeds of the mortgage exceed the approved percentage of actua! 
costs, the excess must be paid to the mortgagee for the reduction of 
the mortgage principal. 

History of section 213 

The section 213 cooperative housing insurance program was 
enacted in April 1950 (Public Law 475, 81st Cong.). The law provided 
for two types of nonprofit cooperative projects: management and sales 
type dwellings. The principal amount of the mortgage for the manage- 
ment type projects could not exceed $5 million per project; $8,100 
per family unit or $1,800 per room; and 90 percent of the estimated 
replacement cost. 

Two exceptions to these maximum limitations for World War II 
veterans provided increased allowances for each 1-percent increase 
in veteran’s membership in the cooperative and, if at least 65 percent 
of the membership of the cooperative were veterans, the maximum 
mortgage limitation was $8,550 per family unit or $1,900 per room with 
a 95 percent maximum ratio of loan to value. 

The maximum mortgage limitation of $5 million per project applied 
also to the cooperative sales type dwellings. In addition, the prin- 
cipal amount of the mortgage could not exceed the greater of either 
the limitations described above for cooperative management type 
projects or the limitations required by section 203 of the National 
Housing Act. 

In October 1951, section 213 was amended to include veterans of the 
Korean war within its benefits (Public Law 214, 82d Cong.). 

The Housing Act of 1954, adopted on August 2, 1954, has further 
amended section 213 (Public Law 560, 83d Cong.). A provision was 
added to permit FHA-insured cooperative housing mortgages to be 
as high as $25 million in amount if the mortgagor cooperative is 
regulated by Federal or State law as to rents, charges, and methods 
of operation. 

This section also changed, with respect to nonveteran projects, the 
former limitation on mortgage amounts of $1,800 per room or $8,100: 
per family unit to $2,250 -per room and the family unit limitation is 
applicable only if the number of rooms is less than four. Also, there 
is a change from a cost basis to a valuation basis. In addition, the 
basis,for allowing increases in mortgage limitations for veteran mem- 
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bership was changed so that such increases can be made only if 65 
percent of the members of the cooperative are veterans. 

The Commissioner was authorized in his discretion to increase the 
dollar amount limitations for elevator-type structures in both veteran 
and nonveteran projects. The maximum increases permitted are 
$2,250 per room to $2,700; $2,375 per room to $2,850; $8,100 per 
family unit to $8,400; and $8,550 per family unit to $8,900. 

History of section 808 

Title VIII was added to the National Housing Act on August 8, 
1949 (Publie Law 211, 81st Cong.). Section 803 stated that the 
purpose of this program was to provide rental housing accommodations 
for civilian and military personnel of the Armed Forces at or in the 
area of military installations where there was an acute shortage of 
housing. The Secretary of Defense was required to certify that the 
housing was necessary and the installation concerned was a permanent 
part of the military establishment and there was no present intention 
to substantially curtail activities there. 

The principal amount of the mortgage on such a project cannot 
exceed $5 million, cannot exceed 90 percent of the amount which the 
Commissioner estimates will be the replacement cost of the property 
or project when the proposed improvements are completed, and cannot 
be more than $8,100 per family unit, except in an exceptional case in 
which the Secretary of Defense cer tifie s that the need would be better 
served by single-family detached dwellings, the mortgage limitation is 
$9,000 per family unit. 

By amendment in 1951, personnel of the Atomic Energy Commis- 
sion employed at AEC installations were included within the benefits 
of thislaw. In addition, the Commissioner was authorized to increase 
the limitation from $8,100 per family unit up to $9,000 where cost 
levels so required (Public Law 139, 82d Cong.). 

In 1953 an *antiwindfall profits" provision was added which required 
the builder, upon completion of the project, to certify his actual costs 
and to pay the mortgagee, for reduction of the mortgage, the amount 
by which the mortgage proceeds exceeded the actual costs (Public Law 
94, 83d Cong.) 

The Housing Act of 1954 extended to June 30, 1955, the program 
under section 803 (Public Law 560, 83d C ong.). 


History of section 903 

Section 903 was added to the National Housing Act in 1951 to 
provide adequate housing in areas which the President determines to 
be critical defense areas (Public Law 139, 82d Cong.). The require- 
ments for insurance under this section provide that the mortgage must 
cover property designed for residential use of not more than 2 families 
and cannot exceed 90 percent of the appraised value. The mortgage 

cannot exceed $8,100 for a single-family dwelling and $15,000 for a 
v o-family dw elling except that the Commissioner may increase these 
amounts to $9,000 and $16,000, respectively, if he finds the cost levels 
so require. These dollar amount limitations may be further increased 
up to $1,080 for each additional bedroom in excess of 2 per family unit 
if such units meet sound standards of livability as 3- and 4-bedroom 
units. The maximum maturity for mortgages insured under this sec- 
tion was limited to 30 years. 
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The Housing Act of 1954 (Public Law 560, 83d Cong.) requires 
that each dwelling covered by a mortgage insured under this section 
after the effective date of the act be held for rental for a period of not 
less than 3 years after the dwelling is made available for initial oc- 
cupancy. This act also requires the mortgagor to certify that the 
approved percentage of actual cost equaled or exceeded the proceeds 
of the mortgage loan or the amount by which the proceeds exceeded 
such approved percentage and to apply the amount of such excess to 
the reduction of the mortgage. 


History of title I 

Title I was enacted in 1934 as a part of the original National Hous- 
ing Act (Public Law 479, 79th Cong.). This was a depression measure 
aimed at helping solve the widespread unemployment in the con- 
struction industry. Section 2 provided for insurance of lending insti- 
tutions against losses up to 20 percent of the aggregate amount of 
advances made for the purpose of financing alterations, improve- 
ments, and repairs upon real property. The individual loans could 
not exceed $2,000. 

In 1936 section 2 was amended to provide that the amount of 
insurance to be granted to a financial institution was reduced from 
20 percent of the total amount of loans to 10 percent thereof (Public 
Law 486, 74th Cong.). 

The National Housing Act Amendments of 1938 (Public Law 424, 

75th Cong.) provided for the expansion of title I, section 2. The 

maximum amount of individual loans for financing repairs, altera- 
tions, and improvements on existing structures was increased to 
$10,000. In addition, provision was made for loans up to $2,500 for 
financing the building of new structures. 

In 1939 catastrophe loans were included as 1 of 3 classes of loans 
insurable under section 2 (Public Law 111, 76th Cong.). The other 
two classes were loans for alterations or repairs and loans for building 
new structures. The amount of each individual loan in any of the 
3 classes could not exceed $2,500 or have a maturity in excess of 3 
years and 32 days. 

One new feature of the law was the fixing of a premium charge of 
not to exceed three-fourths of 1 percent per annum of the original 
amount of the loan payable by the financial institution for insurance 
under this title. 

Numerous minor changes were made in the program during the 
war years, but the next major amendments came in 1948. The 
National Housing Act of 1948 (Public Law 901, 80th Cong.) increased 
the maximum limit on loans for new construction from $3,000 to 
$4,500. A new program for loans for the alteration, repair, improve- 
ment, or conversion of an existing structure to be used as an apartment 
or a dwelling for two or more families was included. These loans 
could not exceed $10,000 and had a maturity of not more than 7 years 
and 32 days. 

The Housing Act of 1950 (Public Law 475, 81st Cong.) reduced 
the maximum loans for new construction from $4,500 to $3 ,000 and 
loans for new residential construction were limited to a maturity of 3 
years and 32 days. 

'The revelation of abuses in the operations of the home repair and 
improvement program led to the enactment of safeguarding provisions 





FHA INVESTIGATION 15 


in the Housing Act of 1954 (Public Law 560, 83d Cong.). These 
amendments were: 

1. A lender covered by title I insurance was placed in the position 
of a coinsurer by limiting his reimbursement to 90 percent of the 
loss on any individual loan. Since the lender must absorb 10 percent 
of the loss on each loan, it will be in the lender’s interest to conduct 
more careful lending operations and thus help prevent abuses in the 
home repair and improvement program. 

2. In order to be eligible as a lender under title I, the lending insti- 
tution must either (a) be subject to inspection and supervision of a 
governmental agency and found by the FHA Commissioner to be 
qualified by experience or facilities to take part in the title I program; 
or (b) be approved by the Commissioner on the basis of the institution’s 
credit and experience or facilities to make and service such loans. 

3. Only home improvements which substantially protect or im- 
prove the basic livability or utility of properties are eligible for insur- 
ance. The FHA Commissioner is directed to declare meligible from 
time to time items which do not meet this standard or are especially 
subject to selling abuses. 

4. The use of title I loans on new houses is prohibited until after 
they have been occupied for at least 6 months. The purpose of this 
provision is to prevent the proceeds of a title I loan from being used 
as part of the downpayment for the purchase of a new house. 

5. Multiple loans granted under title I on the same structure are 
prohibited from exceeding in the aggregate the dollar limit set forth 
by statute for that particular type of loan. 


History of slum clearance 

Title I of the Housing Act of 1949 (Public Law 171, 81st Cong., 
approved July 15, 1949) authorized the Administrator of the Housing 
and Home Finance Agency to provide assistance, in the form of capital 
grants and loans, to localities for slum clearance and urban redevelop- 
ment. The capital-grant contracts authorized in title I, aggregating 
$500 million, were for the purpose of defraying up to two-thirds of the 
net cost to localities of making project land available at fair value for 
approved new uses. 

The law authorized borrowings by the Administrator from the 
Treasury, aggregating $1 billion, which can be used for short-term 
advances to finance the selection of project sites and the preparation of 
plans for specific project development operations; temporary loans for 
the acquisition, clearance, and preparation of land for reuse; special 
loans to finance construction of public buildings and facilities; and 
long-term loans to refinance the local investment in project land which 
is leased rather than sold. Not more than 10 percent of the funds 
either in the form of loans or grants may be expended in any one 
State, except that contracts for capital grants aggregating not more 
than an additional $35 million of the $500 million grant authorization 
may be approved in States where more than two-thirds of the amount 
permitted under the 10-percent limitation has been obligated. 

The Housing Act of 1954 (Public Law 560, 83d Cong.) enlarged the 
scope of undertakings under this program and provided for its co- 
ordination with other Agency programs specifically designed to assist 
localities in urban renewal. 





PART III. RESPONSIBILITIES UNDER THE HOUSING 
PROGRAM 


The housing program, both short term for the postwar era, and 
long term for the general good of the Nation, involves a farsighted 
legislative program by the Congress, enlightened and competent 
administration of the law by the administrative agency assigned that 
responsibility, and a sincere effort by the building industry to fulfill 
its economic responsibilities. 

It is not difficult for a congressional committee to absolve itself 
of any fault and place the entire blame upon others. But there is 
no occasion for the Congress to accept responsibility which rightly 
belongs elsewhere. Perhaps the Congress was derelict in not sooner 
making a full inquiry into the administration of this program. The 
facts now available, however, show that some officials of FHA and 
some spokesmen of the building industry misled and deceived the 
Congress as to the administration of the act. It appears now that 
what they told this committee did not and could not happen was in 
fact quite routine. We inquire now as to how each of the responsible 
bodies discharged its responsibility. 


Section A. CoNGRESSIONAL RESPONSIBILITY 


The Congress provided in section 608 that the FHA Commissioner 
could require the mortgagor 
to be regulated or restricted as to rents * * * capital structure, rate of return, 
and method of operation. 

The Commissioner was also authorized to acquire $100 of stock in 
mortgagor corporations for the purpose of enforeing his regulations 
or restrictions. 

Pursuant to this statutory authorization FHA established a ‘Model 
Form of Certificate of Incorporation," which every section 608 
corporation was obligated to use (Housing Act hearings, April 1954, 
p. 1971). This certificate of incorporation provided for $100 of pre- 
ferred stock to be owned by the FHA Commissioner and that 
no dividends shall be paid upon any of the capital stock of the corporation (except 
with the consent of the holders of a majority of the shares of each class of stock 
then outstanding) until all amortization payments due under the Mortgage 
insured by the Federal Housing Commissioner have been paid. 

These provisions required the approval of the FHA Commissioner 
of windfall distributions, a fact wholly ignored in the administration 
of the act. FHA officials testified before this committee that the 
actual costs and the amount of the “windfall profits” distributed to 
these sponsors were available to them in the annual reports which were 
required to be filed with FHA. But Burton C. Bovard, former FHA 
General Counsel, testified that no one in FHA read the annual reports. 

A most significant congressional act to have prevented these abuses 
was the provision enacted in June 1934, found in section 1010, title 18, 
United States Code, making it a criminal offense to file false state- 
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ments in connection with obtaining a loan or advance of credit insured 
by the FHA. That section is in part: 

Whoever, * * * with the intent that such loan or advance of credit shall be 
offered to or accepted by the Federal Housing Administration for insurance, * * 
or for the purpose of influencing in any way the action of such Administration, 
makes, passes, utters, or publishes any statement, knowing the same to be false, 
t k or willfully overvalues any security, asset, or income, shall be fined not 


more than $5,000 or imprisoned not more than two years, or both. 


There was already in the Criminal Code, section 1001, title 18, 
enacted in 1909, a statute making it a crime to make a false statement 
to any Government agency. Therefore the enactment of section 
1010 expresses a congressional awareness of the specifie dangers in- 
volved in the housing program to be administered by FHA. 

In 1935 an agreement was reached between FHA and the Depart- 
ment of Justice that the FBI would turn over to FHA all investiga- 
tions of violations of section 1010. The FHA was given exclusive 
jurisdiction to police all cases of fraud and misrepresentation in con- 
nection with its operations. That arrangement was abolished on 
April 12, 1954, because of the failure of FHA to adequately investigate 
and initiate prosecutions under section 1010 for the filing of false 
statements with FHA. In the meantime FHA ignored this criminal 
statute and all but read it out of the law. 

Not only did FHA fail to actively prosecute the numerous cases of 
misrepresentation and fraud contained in the section 608 applications, 
but it effectively prevented the FBI from investigating, and the 
Department of Justice from prosecuting, those cases under section 
1010. The most important feature of this neglect of duty is that 
a majority of these violations occurred prior to 1950 and the statute 
of limitations appears to now bar successful prosecution. The 
committee is pleased to know that the FBI has again assumed juris- 
diction over violations of section 1010 and that the Housing and 
Home Finance Agency has established a compliance division to 
prevent a recurrence of these past derelictions of duty. 

As -— as 1947 this committee was concerned by the fact that in 
some cases the FHA mortgage insurance on section 608 projects 
— more than 90 percent of the actual cost (S. Rept. No. 772, 
80th Cong.). The committee was also concerned that FHA was 
estimating costs on the basis of the costs of the average builder rather 
than on the costs of the more efficient builders. There was no desire 
to subsidize the less efficient builders. 

Realizing the danger of financing unnecessary and artificial costs, 
the committee reported, and the Congress adopted, an amendment 
to section 608, directing the FHA Commissioner, in estimating 
necessary current costs to— 
use every feasible means to assure that such estimates will approximate as closely 
as possible the actual costs of efficient building operations. 

This amendment became Public Law 394, 80th Congress, December 
27, 1947. 

While such a standard for estimating costs should have been adopted 
by FHA on its own at the beginning of the program, it even completely 
ignored this congressional mandate. The record discloses no action 
by FHA to make this amendment effective other than a letter sent by 
the Commissioner to State directors and chief underwriters which 
quoted the amendment and added: 
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* * * Therefore, you are directed to take such steps as may be appropriate to 
make certain that necessary current cost estimates do not reflect costs of inefficient 
building operations * * * (Housing Act hearings, April 1954, p. 1967). 


If FHA had adopted the standard required by the 1947 amendment 
the “windfall profits,” which reached their peak in 1949, 1950, and 
1951, could not have occurred in anything like the volume we have 
seen. 

Most, if not virtually all, frauds and irregularities disclosed by 
these hearings could not occur if FHA had: (1) Required truthful 
statements by builders in their applications through the criminal 
prosecution of those who failed to do so; (2) made realistic estimates of 
costs based on the actual costs of efficient building operations; and 
(3) used the corporate charter provisions authorized by the statute to 
check on the activities of builders following the issuance of the FHA 
commitment. 

Notwithstanding the repeated assurances by builders and FHA 
Administrators, Congress should have sooner looked into the repeated 
rumor of irregularities in the section 608 program. The investigative 
power and responsibility of the Congress should be diligently utilized 
to permit the Congress to know how its laws are being administered. 
The Congress should not have relied on the misstatements to it by 
some builders and some FHA officials. 


Section B. ADMINISTRATIVE RESPONSIBILITY OF FHA 


It has been frequently said that the best law the mind of man is 
capable of drafting will not work if incompetently and improperly 
administered; and that the worst law of the Congress will not result 
in inequities if properly and competently administered. 

Some FHA employees administered the National Housing Act in 
a neglectful, incompetent, and dishonest manner, in striking contrast 
to the high standard of service and integrity this Government is gen- 
erally accustomed to receiving from its public servants. 

The general attitude of FHA seems to have been that it was an 
agency for the builders and for their benefit. "While deeply concerned 
with inducing builders to construct more projects, FHA appears to 
have been unconcerned in maintaining the standards of integrity and 
competence required of Government agencies in the public interest. 


INTEGRITY OF FHA PERSONNEL 


Thousands of people were employed by FHA and we do not mean 
to infer that all, or any great percentage, of them were dishonest. 
At the same time we do not believe that the incidents discussed below 
are isolated cases or that our investigation uncovered anywhere near 
all cases of such irregularities. It is still difficult to believe that a 
man like Clyde L. Powell. could head a multi-billion dollar rental 
housing program for so many years. 

Clyde L. Powell, former FHA Assistant Commissioner for Multi- 
family Housing was employed by FHA in 1934 and was in charge 
of the section 608 program from its inception in 1942 through its 
termination in 1950. 

FHA General Order No. 4 issued in 1947 gave Powell authority 
to issue commitments, increase, modify or extend commitments, 
approve change orders during constructions and otherwise supervise 
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insurance contracts not only under section 608 but also under all 
other multifamily rental programs. Powell’s record, as shown by 
this committee's hearings, discloses maladministration and dis- 
honesty in Government, at its worst. No program could be expected 
to have been honestly and efficiently administered while headed by a 
man such as Powell. 

In his application for employment by FHA, Powell categorically 
denied that he had ever been *'found guilty by a court of any crime, 
either misdemeanor or felony." 

Powell's arrest record, long antedating his employment by FHA, 
was furnished to this committee by the Federal Bureau of Investiga- 
tion. The Federal Bureau of Investigation report is printed in the 
appendix (p. 127). yi | ' 

That arrest record had been referred to the Civil Service Commis- 
sion by the FBI on two occasions—August 14, 1941, and January 10, 
1948—in connection with routine loyalty checks. The Civil Service 
Commission as a matter of practice referred such records to FHA. 
However, those arrest records cannot be found in the FHA files. Who 
removed these reports and who thereby covered up for Clyde Powell 
has never been disclosed by our investigation. 

At the preliminary hearing held in April, Powell was asked, *How 
long have you been with FHA?” He declined to answer “upon 
my constitutional protection against being compelled to be a witness 
against myself." His attorney advised the committee that he would 
refuse to answer, on the stated ground, any question “Regardless of 
whatever nature" that might be asked of him. 

In June, Powell was called at the opening of the committee's formal 
hearings. He was asked questions concerning the processing of sec- 
tion 608 applications, concerning his prior criminal record, and about 
his dealings with certain identified builders. To these questions he 
again invoked the privilege of the fifth amendment. 

At the conclusion of the hearings in October, Powell was again 
called before the committee. He was then asked about large bank 
deposits he made in excess of his Government salary. He again 
refused to answer on the ground of his privilege against self- 
incrimination. 

Subsequently, Powell was found guilty of criminal contempt by the 
United States District Court for the District of Columbia for refusing 
to give information to a grand jury, investigating the FHA scandals, 
after he had been directed to do so by the court. 

One consequence of Powell’s refusal to testify is that the builders 
who “dealt” with him have had the security of knowing that the 
Government would not learn from him of their illegal operations. 

The records of the Riggs National Bank, where Powell maintained a 
checking account, show that in the period from January 1, 1945, to 
April 30, 1954, Powell made deposits of $218,330.89, of which deposits 
$101,220.10 was in currency. During this period his net Government 
salary, including reimbursement for travel expenses was $80,265.49. 
Those deposits are $138,365.53 more than he had earned. His Federal 
income-tax returns for those years disclose no income whatever other 
than his Government salary. Financial statements given the Riggs 
National Bank in connection with loans he made during the early part 
of that period showed no substantial assets. 

Powell also maintained safe-deposit boxes at the Wardman Park 
Hotel, where he lived, and at the Riggs National Bank. The hotel did 





20 FHA INVESTIGATION 


not record his entries into that box; but the records at the bank show 
he frequently entered that box, often 3 or 4 times a month. Signifi- 
cantly, he discontinued depositing cash in his bank account in Janu- 
ary 1950, and on July 18, 1950, he rented a larger safe-deposit box at 
the bank, just double the size of the one he previously occupied. The 
record also shows that he visited this safe-deposit box on the day after 
the President disclosed the existence of the housing scandal (April 
13, 1954). 

Powell otherwise dealt in large sums of money. In December 1953, 
he purchased a lot for $12,000 in what perhaps is the most exclusive 
section of Washington? He paid $11,000 of that purchase price by 
cashier’s checks, of the Riggs Bank, purchased the same day that he 
made a visit to his safe-deposit box. He paid $1,500 to a builder to 
draw plans for a house to cost $56,500. Powell then lived in a hotel 
and presumably would also have to furnish and equip his new house. 
This project, including the construction, furnishing, and equipping of 
the house, appeared to involve commitments approaching $100,000. 
His Government salary was less than $12,000 a year, before taxes. 

Powell appears to have been an exceptionally heavy gambler, particu- 
larly on horseraces. Several witnesses testified to his frequent visits 
to racetracks. A former “bookmaker” testified that during a period 
of 9 months in 1940 and 1941 Powell made horserace bets with him 
averaging $100 to $120 a day. One day in 1941 Powell lost $1,500 
on 1 day’s races. He did not pay his loss and the bookie stopped 
calling on him. 

Notes of Powell in the amount of $8,900 were deposited to the 
account of John “Black Jack” Keleher during the period from May 
27, 1942, through August 13, 1946. Keleher refused to answer 
questions about his business activities during this period on the ground 
that such answers might tend to incriminate him. It is common 
knowledge that Keleher was a prominent “bookmaker” in Washing- 
ton during that period of time. During a lengthy examination 
Keleher would testify only that he had no real-estate business with 
Powell. 

On June 2, 1948, Powell purchased a cashier’s check from the Riggs 
National Bank for $8,650 payable to Rocco De Grazia. He paid 
the bank for this check in currency of $1,000 and $500 denominations. 
De Grazia is reputed to be the owner of the Casa Madrid in Melrose 
Park, Ill., a nightclub and gambling house. De Grazia could not be 
located by committee investigators and Mrs. De Grazia availed her- 
self of the fifth amendment when asked pertinent questions. 

On August 20, 1950, Powell lost $5,000 “shooting craps” at the 
Dunes Club in Virginia Beach, Va. Accompanied by W. Taylor 
Jobnson, a Norfolk realtor, who was his host, and Frederick Van 
Patten, former FHA zone commissioner, and then Johnson’s partner, 
Powell gambled at the Dunes Club from shortly after midnight that 
day until between 6 to 8 o’clock the following morning. The gam- 
bling was preceded by a luncheon and a dinner the previous day, 
celebrating the completion of a section 608 project. Throughout the 
festivities there was considerable drinking. Powell entered the 
gambling house with a roll of bills, said by Van Patten to contain at 
least $2,000. 

Johnson subsequently gave Powell $3,000 in cash to compromise 
his losses with the owners of the Dunes Club. Johnson, who had 
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interests in 5 section 608 projects, charged this $3,000 as a financing 
expense of his Mayflower Apartments project. 

The committee heard almost countless rumors of irregular financial 
transactions with Powell. In most cases, it was impossible to obtain 
evidence either to corroborate or to disprove the story. The other 
party to the transaction would, of course, be just as guilty as Powell 
in any such dealings. 

Testimony of Nathan Manilow, a Chicago builder, further related 

to Powell's transactions. A $7,500 draft deposited in Powell's account 
at the Riggs bank was traced to a Chicago bank and then to Manilow. 

Manilow owns half the common stock of American Community 
Builders, the remainder being owned by Philip Klutznick, former 
Federal Public Housing Administrator. Manilow testified that. ‚Ве 
gave that stock to Klutznick and that it is now worth about $2.5 
million. 

American Community Builders received $58 million in FHA mort- 
gage-insurance commitments for projects in Park Forest, Ill. In- 
cluded in this total were 9 section 608 projects with mortgages of 
$27.8 million. During the construction of these projects Pow ell did 
several things for the benefit of these sponsors, including his approval 
of an increase in the mortgage commitment of $590,000. 

Manilow testified that in March 1948, the Illinois FHA State director, 
¿dward J. Kelly, telephoned him to say that Powell “was in a difficult 
situation" and wanted Manilow to lend him $7,500. Manilow made 
the loan on March 9, 1948. Prior to tbat date, Mr. Manilow had 
requested permission from FHA to collect 2 months’ rent in advance 
on his leases and to invest this money. On March 24, 1948, Edward J. 
Kelly recommended to Powell that the request be granted and Powell 
did so on that date. 

Manilow testified that $2,000 of the loan was repaid to him by 
check in December 1948. He claimed that Powell repaid the balance 
of $5,500 in currency sometime between December 1948 and March 
1949. He said there were no witnesses to the payment, no evidence 
that it was paid, and that he merely put the currency in his pocket 
and spent it. However, in his 1949 income-tax return filed in March 
1950, Manilow claimed this $5,500 as a bad debt. He listed the 
debtor merely as C. Powell." In 1952 an internal revenue examiner 
disallowed this $5,500 as a deduction, in a routine audit, because there 
was no proof that Manilow had ever attempted to collect it. 

Even more serious was the testimony of Albert J. Cassel. Cassel, 
an architect and former associate professor in architecture at Howard 
University, was one of the sponsors of Mayfair Mansions, a section 
608 project in Washington, D. C. In December 1946, when this 
project was nearing completion, an additional FHA commitment of 
$709,000 was obtained to pay off preferred stock held by contractors 
in connection with prior debts. Cassel testified that he did not know 
who obtained the increased commitment but that he did not. Cassel 
testified that when he went to Powell to pick up the commitment, 
Powell demanded $10,000 for his services before he would sign the 
authorization. Cassel paid the $10,000 in currency and received the 
additional $709,000 commitment. 

Other facts point to a direct connection between Powell and sponsors 
of section 608 corporations that made '*windfall profits." Powell's 
appointment books show frequent visits by many such sponsors to 
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his office. Telephone company records show many phone calls between 
Powell, both at his office and at his home, and many of those who 
made “windfall profits.” The records of some of these same sponsors 
also showed large expenditures in cash which they could not explain. 

The sordid story of Clyde L. Powell was one of the principal reasons 
that an investigation of the FHA was necessary. The complete scope 
of Powell's activities during his 20 vears will probably never become 
known, especially if the one man who knows the answers persists in 
his refusal to talk. 

Although no other employees of the FHA are known to have 
engaged in illegal activities on the scale of those by Powell, there are 
many other cases of FHA personnel receiving gratuities from builders, 
accepting part-time employment from builders, and engaging in other 
unethical practices, 

Thomas Grace is an outstanding case involving “conflicts of inter- 
ests." Thomas Grace was New York State FHA director from August 
8, 1935, to August 1, 1952. Prior to his employment by FHA he 
was a partner, with his brothers, in the law firm of Grace & Grace. 
He remained a partner in the law firm after becoming State director. 
Grace & Grace, or his brother George one of the partners, were con- 
nected with 64 FHA rental housing projects processed in the New 
York office while Thomas Grace was State director. These 64 proj- 
ects involved FHA mortgage commitments of $84,771,030. George 
T. Grace, or the firm, received $400,000 in connection with FHA 
matters, including $291,000 in fees. 

Thomas Grace maintained that he was an “‘inactive’’ partner in the 
firm, but his name appeared on the stationery, on the building registry, 
and on the door of the law firm's office. Moreover, Thomas Grace 
withdrew $38,758 from the firm's account and was paid $8,850 by his 
brother George i in the years 1946 through 1951. In at least 2 years 
the law firm filed a partnership tax return, showing Thomas Grace as 
receiving 25 percent of the firm's earnings. 

The testimony concerning the Warren Gardens project may give 
the reason George T. Grace's services were so valuable. "The original 
application filed in May 1949, asked for an FHA commitment for 
$325,000 to build a section 608 project. In almost 6 months the appli- 
cation had not been acted upon. The sponsor was advised by friends 
to change lawyers and to hire George T. Grace. He did so and in 
less than 3 months an amended application for $485,000 was approved. 

John William Salmon, employed by the FHA in November 1934 
and put on annual leave in August 1954, was chief appraiser of the 
Los Angeles office. In that position he was responsible for the ap- 
praisals on all FHA projects including those under section 608. He 
and his wife Tress received from builders doing business with FHA 
at least $25,300 in cash, a Ford automobile, and. à home purchased at 
& discount price. Some payments were said to be for services of 
Mrs. Salmon. 

Arthur B. Weber and Richard S. Diller were particularly generous to 
the Salmons. Weber and Diller built three section 608 projects— 
Baldwin Gardens, Wilshire-La Cienega, and Monte Bello Gardens. 
The Government-insured mortgages on these projects was approxi- 
mately $5 million, their windfall was $417,000 and, of course, they 
still owned the properties. 

Their biggest windfall was $277,154 on the Baldwin Gardens’ 
$2 million mortgage. Since the law provided for mortgages not 


“ 
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exceeding 90 percent of estimated costs, the FHA estimate was off 
almost 30 percent. Salmon signed the project analysis on Baldwin 
Gardens as chief valuator. 

In October 1949 the Salmons purchased a home from Diller-Weber 
Co. for $10,000. The house next door, virtually identical, was sold 
for $15,500 at about the same time to a non-FH A employee. 

Weber and Diller were also connected with gratuities to two other 
FHA employees—Maurice Henry Golden and Kenneth F. Mitchell. 

Maurice H. Golden was employ ed by FHA from 1938 to 1954 and was 
assistant chief construction examiner in the Los Angeles office. In 
1949 Weber, Diller, and a number of other builders collected an 
$11,000 hospital fund of which $7,000 was spent on hospital bills for 
Golden’s daughter. The remaining $4,000 was put in his personal 
bank account and in part used to buy a new automobile. 

Kenneth Mitchell was chief land planning consultant in the FHA 
Los Angeles and Long Beach offices. In June 1949 Diller-Weber Co. 
sold him a home for $11,400 in the same subdivision in which Salmon 
had purchased. Four months earlier the house next door on one side 
had sold for $16,300 and 2 months later the house next door on the 
other side was sold for $16,600. Other houses on the same street sold 
for prices ranging from $15,250 to $16,600. 

Throughout the country it appears to have been the established 
custom for builders to give Christmas presents to FHA personnel. 
It was not infrequent for builders to give parties to which FHA people 
were invited. In New Orleans parties were given regularly by builders 
in connection with the closing of section 608 mortgage commitments, 
Five or six top officials of the New Orleans FHA office were generally 
in attendance at such parties with their wives. In 1948 Shelby Con- 
struction Co. gave a party at the Roosevelt Hotel on closing the FHA 
commitment on the Parkchester project and in 1949 it gave a party 
at the Beverly Club in connection with the closing on Claiborne 
Towers. Shelby also gave fishing trips for FHA people. Its financial 
success in FHA projects indicates these expenses were a good invest- 
ment. One official in the New Orleans office with a good memory 
gave a long list of parties, fishing trips, and Christmas presents he 
had received from builders. A New Jersey official provided a long 
list of gift certificates he had received from builders. 

Wiliam V. Yates, chief underwriter at the Jackson, Miss., FHA 
office, received automobiles from Henry F. Sadler, a builder of 2 sec- 
tion 608 projects who also had an automobile agency. In 1951, 
Yates made an even trade with Sadler of a 1949 Pontiac for a 1951 
Pontiac. In 1953, he again made an even trade of his 1951 Pontiac 
for s 1953 Pontiac. In that transaction Yates made out a check for 
$1,200 to the order of Sadler. Sadler endorsed the check but gave it 
back to Yates who then deposited the check in his own account. 
Sadler received no money on the trade. 

There were many instances in which FHA employees were hired by 
builders to work on plans that were to be submitted to FHA for ap- 
proval. FHA employees, in their official capacity, have approved 
plans that they themselves had drafted for builders. 

Joe E. Crawford was & construction examiner in the Denver FHA 
office from 1943 to 1951. He was hired in 1950 by C. L. Whitchurch 
and Otto Zurchin to help them on plans which were to be submitted 
to FHA for approval. Whitchurch testified that having Crawford 
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draft the plans “greased the wheels” since Crawford knew all the 
FHA requirements. There were several transactions between Whit- 
church and Crawford, but the testimony was conflicting as to the 
total amount Crawford received. 

At least two other builders paid Crawford for help on plans and 
there was testimony that Crawford approached Forrest Ross, a builder, 
with the suggestion that Ross hire him to draw his plans, Crawford 
indicating that his services might get Ross a better break from the 
FHA. Ross did not avail himself of Crawford’s services. 

Whitchurch also paid Neal Williams, in the architectural section 
of the Denver FHA office, $1,500 for work on a model home for the 
Denver Home Show. 

Horace J. Moses was employed by FHA from 1939 to September 
1954 as a construction examiner in the Los Angeles office. In 1949 
and 1950 he received $9,200 from T. A. Newcomb, who represented 
builders of section 608 projects processed in the Los Angeles office. 
In 1950 Moses was paid $1,600 by Curtis Chambers, an architect, for 
FHA builders. 

William D. Sorgatz was chief architect in the Chicago FHA office 
from 1938 until August 1954. Sorgatz testified to receiving approxi- 
mately $10,000 in connection with architectural work on plans that 
were later processed in his office. 

Charles Elliot was an assistant FHA State director in Oregon from 
1946 to 1949. He testified to receiving approximately $3,000, 
through an associate in his law office, for reviewing contracts for an 
FHA builder, and to receiving a commission of approximately $4,000 
on the sale of a plot of land on which there was later built an FHA 
project. 

Andrew Frost had been employed by FHA from September 1934, 
to June 1954 at which time he was assistant New Mexico State 
director. Frost was questioned before the committee about fishing 
trips given by builders, gambling winnings with builders, girl parties 
and other gratuities from builders. To each question Frost availed 
himself of the constitutional privilege against self-incrimination. 

Fred W. Knecht and Harry L. Colton were respectively construction 
cost examiner and chief underwriter in the Grand Rapids, Mich., 
FHA office. They were also partners in an architectural firm which 
drafted plans later submitted to FHA for approval. On at least one 
occasion they induced an architect, who had not drafted the plans, 
to sign their plans so that they could, as FHA officials, approve the 
plans. Knecht and Colton received over $20,000 from their archi- 
tectural firm while employed by FHA. 

Joyce A. Schnackenbera was FHA State director at Grand Rapids. 
His brother, Rex, and Fay West were partners in several building 
companies which received FHA commitments from the FHA Grand 
Rapids office. Schnackenberg induced two FHA employees to do 
accounting and secretarial work for those companies. There was 
evidence that he received funds from those companies. When asked 
the relationship between Fay West and himself, Schnackenberg 
availed himself of the privilege against self-incrimination. 

Hugh Askew indicates a different and unrelated aspect of the integ- 
rity of FHA employees in his collection of political contributions from 
FHA employees. Askew was employed by the FHA in 1934 and, 
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when he resigned on March 1, 1954, was Assistant Commissioner in 
charge of field operations. 

Askew was the FHA Oklahoma State director from May 1, 1946, 
to July 1, 1947. Oklahoma was then divided into two districts and 
until July 1, 1952, he was district director for the district with head- 
quarters in ‘Oklahoma City. With the help of John F. Pratt, Jr., 
assistant director, Askew sold tickets to the annual Jackson Day 
dinners to FHA employees in that FHA office on behalf of the Demo- 
cratic Central Committee. In files in his office were lists of those 
employees who had made contributions as well as those who had not. 
Askew could give no reason for listing those noncontributors or for 
recording the reason for their refusals, such as putting down opposite 
one name, “Don’t owe Dem anything.” 

Askew admitted giving sales talks to employees to make such 
contributions, which he considered comparable to raising funds for 
the Red Cross, March of Dimes, and the Shrine. This conduct 
appears to be inconsistent with the purposes of the Hatch Act. 

Many honest FHA employees appear to have been aware of the 
prevailing shady practices, but felt they could do nothing about it. 
Some felt they had to keep quiet to keep their jobs. There were, 
however, some courageous employees who refused to go along with 
improper practices and preferred to resign in protest. William F. 
Byrne and Howard B. Jarrell are two employ ees who stood by their 
principles and were forced to leave their jobs. 

William F. Byrne was employed by the FHA in 1938. When he 
resigned on March 1, 1947, he was chief mortgage-credit examiner of 
the Chicago office. Byrne had disapproved the credit responsibility 


of Axel Lonquist, sponsor of the Frank-Lon Homes, Inc., project, on 
the basis of insufficient working capital. Byrne thereupon received 
a memorandum from his immediate superior, Carl A. Jackson, chief 
underwriter, that in part states: 


I therefore direct that vou process the above cases for firm commitments, and 
sign the mortgage-credit reports for the chief underwriter. I will appreciate 
your prompt attention to this matter so that commitments may be issued 
promptly. * * * 

Byrne refused to comply with the directive and he resigned. The 
application was approved, but the sponsor did have financial diffi- 
culties and was not able to himself complete the project. 

Howard R. Jarrell was chief underwriter in the Oklahoma City 
FHA office from November 1945 until February 1947. In December 
1945 Zone Commissioner Frederick A. Van Patten told Jarrell that 
he was too “tight” in his work and that he must raise cost estimates 
in order to cultivate good public relations with builders and mort- 
gagees. Jarrell objected to doing so without written instructions, 
but Van Patten refused to put his request in writing. 

Jarrell also testified that as chief underwriter he had authority to 
raise OPA ceiling sales prices on homes by 5 percent if in his discretion 
conditions warranted it. Hugh Askew directed him to add this 5 
percent in all cases, but Jarrell refused. 

Jarrell’s testimony further indicates that the measure of success 
in the Oklahoma City office was the volume of business done with the 
builders and that there was a great relaxation of the r requirements and 
regulations. The constant pressure and demands for variances in the 
interpretation of underwriting instructions so impaired Jarrell’s 
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health that his physician advised him to resign. Jarrell went on sick 
leave without pay in February 1947 and finally resigned in November 
1947. He had since returned to FHA. 


FHA NONFEASANCE 


Burton C. Bovard, FHA General Counsel from 1940 through April 
1954, in his testimony before this committee, helped materially to put 
in proper perspective FHA’s administration of the housing program. 
Bovard was employed by FHA in 1934 as an administrative assistant. 
Shortly thereafter he became an attorney in the Legal Division, then 
was made Assistant General Counsel, and in 1940 was appointed 
General Counsel. Bovard was legal adviser for a $34 billion housing 
and home-repair program. The testimony shows that he is an honest 
man and no contrary inference is here intended. His testimony (at our 
June hearing, but not at the earlier hearing in April) was frank and 
not evasive. Nevertheless he exhibited an inability to cope with the 
important problems raised under the National Housing Act and its 
administration. 

The charter of every section 608 corporation, the forms for which 
were prepared under the supervision of the FHA General Counsel, 
prohibited the payment of dividends, except out of earnings, without 
the consent of the FHA Commissioner. This safeguard was adopted 
following express statutory authorization. Had it been followed the 
windfall frauds could not have happened. 

Bovard was asked in the public hearings: 

How all these corporations could distribute these windfall dividends, without 
the consent of the Federal Housing Commissioner, when the articles of incorpora- 
tion and the law required the Housing Commissioner’s consent to the payment of 
those dividends? 

FHA's General Counsel for 14 years replied: 

It would be violating the charter if they did it, I would think. 


Bovard acknowledged that FHA had the power to and did require 
these corporations to file annual audits with FHA. He acknowledged 
that most of the corporations did so and that “very likely” these 
audits disclosed the distributions of windfall dividends. Our examina- 
tion reveals that they in fact did so. Bovard testified that he knew 
nothing about the audit reports or the dividend distributions. He 
did not recall any of the Commissioners ever asking for his opinion 
as to whether they could permit these dividends. When asked if he 
knew that these dividends were being distributed, he replied, ‘I did 
not." When asked if they kept that fact from him, he replied, “they 
probably didn't know it themselves." But when he was reminded 
that they could not help but know that fact if they had read the audit 
reports, he replied, “Yes; but they didn’t read the audit reports” 
(investigation hearings, June 1954, p. 294). 

Bovard was then asked whether he would have advised against it, 
if Powell had asked him for,.an opinion as to whether these dividends 
could properly be declared. He replied: 

Why of course. We would have advised against any violation of the charter- 
* * * [ know, however, that dividends—I think there is a requirement in there— 


that dividends can only be paid out of earnings (investigation hearings June 1954, 
pp. 294-295). 
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The files of FHA today contain literally thousands of audit reports 
submitted by sponsors of section 608 corporations. The “Яо” 
stamps on these reports shows that they were filed annually from the 
inception of each project. The reports in most of the cases in which 
there have been windfall distributions clearly disclose the payment 
of those dividends. A failure to have known that such distributions 
were unlawfully taking place could only have resulted from a failure to 
have even perused those financial statements. 

As General Counsel, Bovard was responsible for the investigative 
staff of FHA. He admitted that reports of gambling by Powell had 
come to his attention, and that he failed to ask the FBI to investigate 
these charges, although he conceded that it was the function of the 
FBI to investigate charges of irregularities against Government 
officials. He testified, with respect to those charges against Powell, 
that— 
if it was a charge relating to an irregularity, the FHA should investigate for pur- 
poses of administrative action, and it is only if the charge indicated a violation of 
a criminal law, as I understand it, that it would be turned over to [the FBI]. 

When asked if he did not consider the fact that a man on a relatively 
modest salary was able to lose large sums of money gambling would 
indicate a possible violation that the FBI should investigate, he 
replied, “I don’t think that gambling would be a crime." When his 
attention was again called to the possibility that a crime might be 
inferred from the fact that Powell had the funds to lose thousands of 
dollars gambling, Bovard replied, ‘1 don’t think that would be a crime 
either" (investigation hearings, June 1954, p. 280). 

There is discussed elsewhere in this report the problems inherent in 
having virtually encouraged builders to file false estimates in their 
applications. This re sulted from a legal opinion by Bovard that such 
false statements did not constitute a criminal offense. 

This question first arose in 1951, when the United States attorney 
at New Orleans communicated with the Attorney General, apparently 
intending criminal prosecution in connection with misstatements in 
the applic ation on one of the Shelby Construction Co. projects. The 
Attorney General wrote Bovard with respect to allegedly false state- 
ments given in that application concerning architect’s fees. On 
August 14, 1951, Bovard wrote Attorney General J. Howard Mc- 
Grath a letter which is, in part, as follows: 

Our files indicate that as far as this Administration can determine the require- 
ments of. this Administration have been met, or at least we find no evidence of 
violation of our requirements nor any evidence indicating any fraud against the 
United States in connection therewith. As you know, the determinations made 
by this Administration with respect to the maximum insurable mortgage must 
necessarily be based upon estimates. 

At our hearings Bovard was asked whether it would be a criminal 
offense for a sponsor to estimate architect’s fees at 5 percent in his 
application, “if in advance of filing the application the sponsor knew 
that his architect’s fee was only to be a half of 1 percent." Bovard 
replied, “I don't think it would be a misrepresentation at all.’’ 

On April 30, 1951, Bovard again wrote the Attorney General with 
respect to a prospective prosecution concerning the Joseph B. Wil- 
liams, Inc., project in Newberry, S. C. Bovard then wrote that he 
was informed that the United States attorney proposed prosecution 
under the “specific” provision of section 1010 (the special provision 
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against filing false statements with FHA) and that therefore he 
assumed FHA “would be expected to take some further action in 
regard to the matter." Bovard advised the Attorney General that 
no further investigation was necessary because it was clear there had 
been no criminal offense. His letter is, in part, as follows: 

Any prosecution would appear to be based upon the submission of a false state- 
ment for the purpose of influencing the action of the Federal Housing Adminis- 
tration, and on this point it is believed that the following facts in regard to the 
actions taken by the Administration would be of material significance. The 
determination made by the FHA as to the maximum insurable mortgage is based 
upon the FHA estimate of the replacement cost of the building improvements, 
and such estimate is not influenced by the amount of the contract executed for 
the construction of the improvements. * * * The fact that the actual construc- 
tion contract may have been different in amount than the contract presented to 
this Administration and that the contractor encountered financial difficulties in 
performance did not, so far as we can determine, have a material effect. on the 
ultimate security provided. 


The Attorney General apparently had not asked for Bovard’s 
opinion, but his letter concluded by saying that, while it was not his 
purpose to discourage prosecution, he felt compelled to point out that 
it could not be established that any “side agreement” with respect 
to that project which was not disclosed to FHA, could have any bear- 
ing on FHA’s determination. 

A similar letter was written by Bovard to the Attorney General on 
one of the Warner-Kanter projects in St. Louis. 

The view taken by FHA with respect to the prosecution of persons 
filing false applications was expressed to this committee, by Warren 
Olney III, Assistant Attorney General in charge of the Criminal 
Division, as follows: 

We have had this experience, that we have learned it has been impossible to 
make criminal cases out of those section 608’s because FHA takes the position 
that even though we can prove that false estimates and false statements have 
been submitted by the promoters of these projects, FHA said they don’t rely on 
them, and although they admit that they are false and that they are lies, because 
we don't rely on them we can’t make a criminal case * * *. And that, Senator, 
is why it is impossible for the Department of Justice to prosecute on these section 
608 cases, because we cannot prove that the Federal Government was defrauded, 
in the face of FHA’s own statement that they never relied on these false state- 
ments, so they are in the position of saying that they weren’t deceived or de- 
frauded; they were just giving this stuff away (Housing Act hearings, April 1954, 
pp. 1616-1617, 1623-1624). 

A final act of FHA staff indifference occurred April 12, 1954. The 
President that day ordered all FHA files impounded. William F. 
McKenna had been appointed Deputy Housing and Home Finance 
Administrator to investigate the FHA program. McKenna testified 
that on April 12 he read the President’s order to the Deputy FHA 
Commissioner Greene in the presence of Howard M. Murphy, FHA 
Associate General Counsel; that the order required all field directors 
to be notified that the President bad impounded the files; and that 
Murphy thereupon advised that— 

Mr. Greene was in danger of having to pay for any telegrams he sent out in 
response to the President’s order out of his own pocket, because Mr. Murphy 
doubted whether the President of the United States had any control over the 
Federal Housing Administration, except to appoint the Commissioner with the 
advice and consent of the Senate * * * (investigation hearings, June 1954, p. 4). 


‚ЕНА had ignored the congressional suggestion for controlling 
dividends, it had flouted the congressional mandate with respect to 
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appraisals being based on “actual costs of efficient building opera- 
tions,” it had denied the Attorney General the opportunity to prose- 
cute the filing of false applications, and its Assistant General Counsel 
questioned the President’s authority to impound its files. This is 
bureaucracy at its worst. 


FHA DECEIVED CONGRESS 


On July 29, 1949, Franklin D. Richards, FHA Commissioner, and 
Clyde L. Powell, Assistant Commissioner, testified before this com- 
mittee. In the light of subsequent information now publicly avail- 
able, their testimony was certainly misleading. We quote pertinent 
portions from the transcript: 


Senator Lona. I see. This also has down here that there are allowances based 
on the appraised value of land in use as a rental development, rather than its 
acquisition cost. 

s I understand that, a man is permitted on the amount of the mortgage to esti- 
mate what the price of the developed land is rather than the price he actually paid 
forit. For example, if I go to a section of town where there is a substantial amount 
of vacant property developed but not where he is, if I could buy that relatively 
cheap, say $1,000 an acre, and I developed it, I would be entitled to more or less 
look at the dev eloped cost whic н might be $5,000 an acre, rather than the cost that 
I paid for it, I take it. 

Mr. Ricuarps. I would like to ask Mr. Powell to tell you about that specifically. 
But let me say this, of course, that most all land where relatively large projects 
are developed is what we call normally raw land, and it has to be improved. It 
costs money to put streets, utilities, sewers, so on and so forth, in there. 

So our value is based upon the land ready for use. Will you go into detail on 
that? 

Mr. PowELL. You explained it pretty well there, Mr. Richards. We take the 
actual going market price of the land in its present state; and in order for it to be 
usable in a multifamily rental housing project, it might have to have streets paved 
on the outside; we might have to bring up a sewer line, water mains, and so forth 
to permit it to be used. 

Senator Lona. To make it ready for use. You would permit that cost in the 
value of the section 608 project? 

Mr. PowEuL. Yes. 


The testimony shows it was quite routine for FHA to value land at 
2, 3, or 4 times, and frequently far more, the actual market price, plus 
the cost of utilities. 


Senator Lone. Of course, that is a point I was getting around. I have never 
seen a contractor vet who stayed in business over a long period of time and got 
to be very successful bidding on a job but what if he performs, he usually man- 
ages to get that building up in a little less than the estimated cost, and there is a 
little saving produced there usually. I mean it is a general practice among 
contractors. Some might run over it. 

Mr. RICHARDS. However, we have a large volume of business, as you know, and 
maintain cost estimators and analysts in each of our offices; and it is their duty 
and responsibility exelusively to be in the field and check these costs all the time. 

Now, as you indicated, a very successful contractor knows how to operate his 
business on a basis where he does not lose money. The actual cost of construc- 
tion, including these items that you have mentioned here, vary from builder to 
builder. 

1 suppose if you took 10 builders in New Orleans or any other city who would 
produce exactly the same structure, you would find it would cost each one of them 
something different. So we try to get what we estimate would be the cost to the 
typical builder, not to the very most efficient or not the poorest builder, but the 
typical builder. 


That testimony was given 2 years after Congress had amended the 
law to require that estimates be based on the actual costs of “efficient 
building operations." 

56167—55—3 





30 FHA INVESTIGATION 


Senator Lone. * * * I have a friend who constructed one of these section 608 
projects, who told me that he managed to construct his project for 70 percent of 
the estimated cost. * * * 

I will tell you, to begin with, this particular person who made that statement to 
me, is, in my opinion, one of the most efficient builders I have ever known. The 
evidence of that is that he has made more money in the building business than 
-z young man I know, and undoubtedly he is extremely efficient. 

ut do you think that it is possible, even for the most efficient type builder, to 
actually construct his project at 70 percent of the estimated cost? 

Mr. PowELL. No; I do not think so, 

Mr. RICHARDS. I do not think so. 

Mr. Powzr. I do not see how that is possible, because we are right on top of 
local construction costs. We get a determination from the Secretary of Labor 
as to the wages that he must pay for all the mechanics on the job. If he does not 
violate the statute, he must pay that wage rate. 

We estimate the length of time it takes to construct that job, and make an 
estimate of all the materials that go into it, such as plumbing, heating, plastering, 
electrical work, and all that. Our figures are on the current market, not on the 
national market, what it costs in this particular community. We might be off 
2 or 3 percent. I do not think it could be physically possible to be off anything like 
80 percent. 

* * * * * * * 


Senator Long again raised the point of excessive valuations: 


Senator Lone. * * * But do you know of any other ways where a man by 
rudence or by care or by any other manner of handling his project might come 
elow or might further reduce his cost in building one of these projects? 

Mr. PowELL. I do not see how he could, unless our local estimate of the cost 
of the production of the structures would be far in excess of what it would actually 
cost him to build. 

Senator Bricker. There have been many instances like that, have there not? 

Mr. Power. Not to my knowledge, sir. 

Senator Bricker. You do not know of any? 

Mr. PowELL. No, sir. 


Finally Senator Long again asked the question: 


Senator Lone. You do not think a man could construct a project then, even 
if you include his own profit, for 30 percent below what the actual estimated cost 
of the project was? 

* * ж * * ж ж 

Мг. Ромвы,. Well, Senator, if he did, I would say that our office had made a 
pretty serious error in estimating the cost of the job. It has never been called to 
our attention, and I do not see how you could miss an estimate of cost on an ordi- 
nary housing project of any 30 percent. 

This record shows many cases in which actual costs were 30 percent 
less than the FHA estimates of cost. That testimony occurred July 
29, 1949, Powell, apparently willfully, then deceived this committee. 
On July 1, 1949, Lester H. Thompson, FHA Comptroller, sent Powell 
a memorandum that the recently filed first annual statement of 
Elisabeth Apartments, Inc., disclosed a dividend of $550,000 in the 
first year. The memorandum observes that the charter provides that 
dividends “can only be paid out of net varnings” and that ‘‘the 
maximum amount permitted by the charter was $35,494.24." This 
$550,000 dividend was a windfall distribution out of the mortgage 
proceeds of a $4,467,100 mortgage. | 

On July 27, 1949, 2 days before testifying before this committee, 
Powell wrote the President of that corporation: 

In reviewing the certified public accountant’s audit report covering the above 
corporation for its fiscal year ended April 30, 1949, we note that dividends in the 
amount of $550,005 were paid, whereas the net earnings, after making provision 
for required amortization and deposits to the reserve for replacements of the 


corporation, aggregated $35,494.24 only. In our opinion, permissible dividends 
should have been limited to the latter amount. 
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Subsequently, Powell wrote the corporation approving the dividend 
payment. The FHA’s then General Counsel has testified such divi- 
dends were unlawful. Every section 608 corporation was thus 
limited as to dividends and each was required to file similar annual 
statements. These statements, still available in FHA files, consist- 
ently disclose the payment of the dividends. It is not possible that 
Powell did not know of the windfall profits when he then testified 
before this committee. 


Section C. INDUSTRY RESPONSIBILITY 


The organized home building and financing industries must share 
with the FHA responsibility for abuses and irregularities under the 
National Housing Act. While only a relatively few members of the 
industry were involved. n the irregularities, the national associations 
consistently acted to protect this minority, to the detriment of the 
honest majority of the industry. The industry consistently mis- 
represented to the Congress from 1942 through 1950 the existence of 
wrongdoing and, as a consequence, also denied the Congress the benefit 
of their expert knowledge. 

The industry associations sought to thwart and to minimize the 
efforts of this committee to investigate housing frauds. Instead of 
giving us their wholehearted support in ascertaining the facts, and to 
help clean up a bad situation, these associations instead devoted 
themselves to justifying the activities of an unscrupulous few. 


BUILDING INDUSTRY OPPOSES INVESTIGATION 


The National Association of Home Builders has publicly impugned 
the motives for this investigation and has even sought to ridicule this 
committee. An April 14, 1954, press release of Richard G. Hughes, 
president of the Home Builders Association, contains these rash 
statements even before the inquiry had started: 


While I realize there may be some publicity value inherent in investigations, 
the facts show that the FHA operations currently under question represent far 
less than 10 percent of the agency’s total operations. Let us not let a very small 
tail wag a very big dog. * * * 

The White House readily admits that housing is the main prop of our postwar 
economy, Hughes pointed out. I hope they won’t forget it. * * * 

He charged that the circus atmosphere under which the attacks on FHA opera- 
tions were made gives the public a false impression of FHA, and certainly unjustly 
puts a black eye on reputable builders everywhere. (Housing Act hearings, 
April 1954, p. 1464.) 


This reference to these hearings as a “circus”? may indicate the view 
of the Home Builders Association, but we do not believe that the 
American people regard the “performance” as in any way resembling 
the frivolity of a circus. 

Following the lead of its parent organization and not impressed by 
the previously exposed revelations, Arthur C. Wright, president, 
Home Builders Institute of Los Angeles, made the following public 
statement. coincident with the committee’s hearings in that city last 
September: 

Arthur C. Wright, president of the Home Builders Institute. spoke out in praise 
of the Federal agency, and the Nation's home builders to counteract ‘‘serious public 


misunderstandings" that might arise from the hearings being conducted here by 
a Senate subcommittee. * * * 
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He declared that both political parties voted for provisions making possible the 
so-called windfall profits now under investigation in connection with the financing 
and construction of rental properties, homes, and home improvements. * * * 

_ Consequently, he charged, “a stigma has been placed on the home-building 
industry and one of the finest units of Federal Government because of the sharp 
practices of a relatively few rental building contractors." * * * { 

Let us remember that in our dynamic, growing country, there is still a big job 
to do and everybody—the public, the Government, and the home-building in- 
dustry—will suffer if unjust persecution is conducted against those who did things 
which were sanctioned by law and done under the pressure of the housing shortage 
emergency (investigation hearings, September.1954, pp. 1597, 1598). 

This statement presents the prevailing views of some builders who 
have testified before this committee. These builders repeatedly tell 
us that its prosperity is so essential to the prosperity of the whole 
country that it must be kept operating full scale at all costs. They 
seem to feel that the Government must subsidize their industry to 
whatever extent is necessary to accomplish that objective; although 
they would never admit that it was a subsidy. ; 

hese builders have told the committee that the country just will 
not get rental housing unless builders are free to make a full fair 
construction “profit” out of the project’s mortgage proceeds and still 
own the property without any substantial permanent investment. 
They warn us that in their opinion unless such profits are available 
from the mortgage money rental housing just will not be built. This 
means a mortgage in excess of 100 percent of their actual costs. And 
their practice in some cases seems to be to take this profit only on a 
basis that permits them to avoid paying normal income taxes on what 
they call their profit. Builders of this point of view are generally 
unwilling to invest their own capital, other than to make loans to the 
project after repayment is assured by a Government-guaranteed 
mortgage. This is a great disappointment to a committee whose 
members believe so completely in private enterprise. It is also an 
unwarranted indictment of those builders who have operated within 
the spirit and letter of the law and who don’t share this view. 

The Mortgage Bankers Association’s views closely parallel those 
of the Home Builders Association. At the outset of this investigation, 
William A. Clarke, president of the Mortgage Bankers Association, 
issued a press release which is in part: 

* * * The forced resignation of Guy T. O. Hollyday as Commissioner of the 
Federal Housing Administration is unwise and unjust. In Mr. Hollyday's 
resignation, the Administration and the entire country have suffered a great 
inp ° > 9, 

In our opinion, Mr. Hollyday’s resignation has been forced, not because of any 
indifference to abuses of the FHA system, even though that is the announced 
reason. We wonder whether the real motive behind this summary firing is the 
fact that Mr. Hollyday is known to have opposed the administration's plan to 
transfer from the FHA to the Housing and Home Finance Agency the authority 
and the responsibility placed by the Congress with FHA. * * * 

Mr. Hollyday’s summary dismissal will be regretted by everyone who knows him, 
knows what he stands for, and knows what he has endeavored to accomplish for 
the Administration. It is a blow to good government and to the cause of enlisting 
intelligent and honest people in the Government * * * (Housing Act hearings, 
April 1954, p. 1491). 

The mortgage bankers did not wait for the facts and impugned 
false motives to the President for discharging Hollyday. Yet subse- 
quent disclosures revealed that Hollyday permitted Powell to resign, 
and personally sent him a laudatory letter, with knowledge of at least 
some of Powell’s inequities. 
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In the course of its own investigation FHA sent a questionnaire to 
all section 608 sponsors asking for their construction costs. In June 
1954 Samuel E. Neel, general “counsel, Mortgage Bankers Association 
of America, wrote to each member of the association suggesting that 
he not answer the questionnaire. The letter is printed in the 
hearings at page 3498. 

Although he quotes from the charter of every 608 corporation that— 
the corporation shall give specific answers (to FHA) to questions upon which 
information is desired from time to time relative to the income, assets, * * * and 
any other information with respect to the corporation or its property which may 
be requested * * *— 

Neel doubted that FHA had the authority to ask for that information. 

The letter had its effect on the answers to the FHA questionnaires 
to section 608 sponsor corporations. A total of 6,438 questionnaires 
were sent out but only 1,261 were returned completed with the required 
information. 

As in the case of the home builders, the reputable members of the 
Mortgage Bankers Association are put in the position of protecting 
those of its members who have been guilty of sharp practices. Why 
should any honest builder be unwilling to tell his Government the 
actual cost of his Government-financed project? 


CONGRESS WAS MISLED BY THE INDUSTRY 


The section 608 multifamily housing program extended over a 
period of 8 years during which many public hearings were held before 
this committee on that act. These hearings reveal that Government 
and housing industry witnesses were unanimous in their praise of 
this program and concealed from the committee abuses in this program. 
When witnesses were questioned as to the possibility of unwarranted 
profits, they promptly assured the committee that there could be no 
wrongdoing or irregularities in the section 608 program. Unfortun- 
ately, the committee and the Congress relied on the integrity, honesty, 
and judgment of these responsible representatives “of the home 
building and financing industries who testified before this committee. 

Rodney M. Lockwood, president of the National Association of 
Home Builders, testified before the committee on January 17, 1950. 
Even in 1950, when the knowledge of windfall profits appears to have 
been widely known in the industry, Lockwood denied that FHA 
mortgages ever exceed 100 percent of cost. His testimony is in part: 

Senator SPARKMAN. * * * Wej have had fine cooperation under section 608. 
Yet, isn’t it true that under section 608, many times the amount of money that 
the Federal Government guaranteed, or insured, or stood for, I don't care what 
term you apply, represented more than a hundred percent? 

Mr. Lockwoopn. I don’t know of a single case of that being true. I think that 
is one of the most widely circulated bits of misinformation that I have heard 
talked about in housing for a good many years. The impression seems to be that 
the builder gets in the form of a loan under section 608 more than the total cost 


of the project. Believe me, in those that I have participated in that has not been 
true. ү have not actually seen or heard of any in which that was true. 
* * * * * * 

Senator SPARKMAN. I don’t have it before me, but we had numerous specific 
cases called to our attention, and I believe I am safe in saying this: That some 
metübers of our committee have told us that they had been told by the builders 
themselves that they had gotten more than 100 percent. If I remember cor- 
rectly, I won’t say it positively, but as I remember it Senator Long said he knew 
of a case where a builder friend of his had gotten 120 percent. 
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In all fairness, let me say that I am not condemning the builders. 

Mr. Locr woop. If I may be facetious, I would like to say that that statement 
of 120 percent sounds like barroom talk. I can’t believe that the FHA would be 
that lax in its administration. (Hearing on S. 2246, January, 17, 1950, p. 206.) 


This investigation has revealed many cases where the mortgage 
proceeds have exceeded 120 percent of the costs. In fact, there are 
cases where the mortgage proceeds were 130 percent and 140 percent 
of the actual costs. "The existence of windfall profits was not just 
“barroom talk” as this housing expert led the committee to believe. 
The National Association of Home Builders is still maintaining an 
ostrichlike attitude. 

At the same hearings William A. Clarke, who is now president of 
n Mortgage Bankers Association, testified before this committee 
that— 


I have had a lot of experience with section 608. I have seen none in our area 
that in my opinion were in excess of the cost. You hear rumors of those things 
going on and I presume it has gone on in some spots, but it is like, I presume, any 
other kind of lending agency does, there are mistakes made that are perfectly 
sound and honest mistakes. As far as I personally am concerned, we have had 
our hands in a great many section 608’s, and I have never seen any portion of 
them that I thought was out of the way. I have never seen anybody making any 
killings under section 608. * * * (Hearing on S. 2246, Jan. 18, 1950, p. 296.) 


If Mr. Clarke had had a lot of experience in section 608 projects 
and had “never seen anybody make a killing under section 608," it 
would appear either that he had not Jooked very far or had closed his 
eyes. Mr. Clarke also is apparently still unconcerned about the 
widespread abuses under section 608. 


COMMENT BY SENATORS FULBRIGHT, ROBERTSON, SPARKMAN, FREAR, 
DovGLAs, AND LEHMAN 


While the committee has adopted many of the changes we have 
suggested in this part of the report, we feel that it still does not make it 
sufficiently clear that only a relatively few in the industry and in the 
FHA were guilty of malfeasance, obstruction, or deliberate mis- 
representation. 

As to the individual industry spokesman, based upon the record, 
we believe it would be more appropriate to limit the language of the 
report to questions relating to their judgment and awareness, rather 
than to raise implications with respect to their honesty and integrity. 





PART IV. THE FRAUDS AND FHA MALADMINISTRATION 


Other sections of this report deal with specific cases in which FHA 
improperly administered the Housing Act. Here we point out some 
of the general abuses of the housing program found by our investi- 
gation to have existed. 


SECTION A. APPLICATIONS FOR FHA COMMITMENT 


The point of beginning for any section 608 commitment was the 
Application for Mortgage Insurance. We have already discussed 
the extent to which FHA permitted builders to include untruthful 
statements in these applications. We now show the extent to which 
the FHA frauds could not have occurred had honest answers been 
required to the questions in those applications. The extent to which 
many builders made no effort to make honest estimates in their 
applications is shown in the testimony of Herbert DuBois, a Phila- 
delphia lawyer turned builder, who testified that— 

The only thing I can say is this: That the standard procedure in our area, 
where we were building, the standard procedure with the FHA office was that 
the builders—and I think practically all of them—I can’t make that statement 
under oath that all of them did—but to the best of my knowledge practically 
all of them filed their application for the maximum amount of mortgage that was 

ermissible under the act. The reason we did that was because we wouldn’t 

ave any actually specific way of knowing what to file for and, furthermore, we 
were told by the FHA office to file for the maximum and then they would issue 
their commitment for whatever their cost figures showed, and their appraisal 
figures showed we were entitled to (investigation hearings, July 1954, p. 955). 

When asked, “Are you saying, Mr. DuBois, that your application 
to FHA was not even intended to reflect your own estimate of cost, 
but was intended merely to be the maximum permitted by statute?" 
he replied “that is absolutely correct." 

Many builders testified that they did not even read the applica- 
tions, prepared for them by others, before they were filed. 

Joseph J. Brunetti, sponsor of a section 608 project in New Jersey 
with a $1.2 million windfall, testified that mortgage brokers filled out 
his applications without consulting him and used their own estimates. 
When asked if he had ever signed applications in blank, he replied: 

I think that if you say that I signed them in blank, it could have been simul- 
taneously, where they were partially filled, and I took it for granted that they 
were acquainted with the regulations and I signed them and didn’t notice them 


if they were blank or filled out sometimes (investigation hearings September 
1954 p. 3039). 


Sidney Sarner, sponsor of another New Jersey project with a $2.5 
million windfall replied, “No, sir,” when he was asked if he had filed 
an application for a loan. Then he continued: 

I filed it through a mortgage company, not direct. Here is my understanding 
of it. I don’t know whether you have the same understanding. Certain ap- 
proved mortgage companies which the FHA recognizes—these companies go out 


and solicit business and say, “Look, we are connected with a real estate company” 
or whatever it is. ‘‘We will get you a loan.” You are a builder and they come 
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and look for business. ‘We can get you a loan for so much if you will build such 
& type of project" (investigation hearings, July 1954, p. 444). 

The quoted testimony of Sarner was taken in executive session and 
made public by direction of this committee after Sarner had availed 
himself of the privilege against self-incrimination when called to tes- 
tify at a public hearing. Sarner’s testimony would indicate an objec- 
tive of obtaining a mortgage for as large an amount as possible and 
building the structure for as small an amount as possible; with but 
little, if any, relationship between the two. Greater integrity would 
have accompanied the housing program had builders seeking mort- 
gage commitments been compelled to give their own best estimate of 
their anticipated costs. 

The application was a detailed 4-page, legal-size paper, docu- 
ment. On the theory now advanced by FHA it should have been 
sufficient for the builder merely to have written a letter to FHA ad- 
vising it of the amount of the mortgage he desired. 

In the Parkchester case, involving a windfall of about $2,5 million 
and which is now in process of foreclosure, the application for mortgage 
insurance was filed 2 days after the purchase of the land on which the 
project was built, 'The land was located on the outskirts of New 
Orleans and did not have any peculiar characteristics, The seller was 
himself an astute lawyer turned builder who had successfully sponsored 
other section 608 projects. "The purchase price, in that arm's length 
transaction, was $232,759 and would seem to be the best estimate 
of the market value of the property. Yet the application to FHA, 
filed only 2 days after the purchase of the property, estimated its 
value at $1,123,000. 

The Cafritz application on Parklands Manor valued land at $20,000 
an acre which had been purchased for $690 an acre. That valuation 
was more than six times the valuation placed upon the land a few 
years earlier by the Internal Revenue Service in connection with a gift 
of the property by Cafritz. And at the time of the gift Cafritz had 
stated in his gift-tax return that its value was still only $690 an acre. 

Pursuant to the statutory requirement that sponsors show equity 
equal to 10 percent of the estimated cost, the application had to show 
the character and extent of the equity to be furnished. In the Shirley- 
Duke case, which is an example of almost everything done wrong in 
the section 608 program, the land was shown as a part of the equity 
to be advanced by the sponsors. The application estimated the value 
of the land at $508,220 and stated that equity in that amount was 
thereby being contributed by the proposed stockholders. Testimony 
before this committee shows, however, that at the time that applica- 
tion was filed the sponsors had merely an option to purchase the land 
for $178,000. Furthermore, a contract between the sponsors and 
Investors Diversified Services provided that IDS would finance the 
acquisition of the land for which it would be reimbursed out of the 
proceeds of the mortgage. Not only was the land paid for out of the 
mortgage proceeds, but the agreement with IDS to do so was made 
before the application was filed. "The application estimated the value 
of the land at three times the market price fixed by the sale and was 
wholly false to the extent that it indicated that any part of the land 
was being supplied as equity. 

The testimony is further that FHA advised these sponsors that their 
applications did not show sufficient equity contributions. They 





FHA INVESTIGATION 37 


therefore amended the applications to include N. J. Sonnenblick as a 
sponsor and stated that he would contribute several hundred thousand 
dollars as equity. Sonnenblick testified that this was all without his 
knowledge or approval. 

The estimated cost of the Shirley-Duke project was $15.3 million. 
This should have required equity of $1.5 million. Yet the only 
equity ever advanced by the sponsors was $6,000 (and they immedi- 
ately put themselves on the payroll at $60,000 a year.) 

It is not conceivable that any intelligent FHA employee could or 
would have issued the Shirley-Duke commitment if the FHA files 
had contained an application stating the true facts with respect to 
the proposed financing of that project. Yet FHA has taken the 
position that the statements in the application were of no concern 
to it. Ironically these sponsors estimated the cost at a little over 
$15 million and FHA made substantially the same estimate. The 
actual cost, including interest on all construction funds advanced, 
but not including the profits or fees paid to IDS, was a little over 
$10 million. 

Although FHA says that it ignored the figures in the applications, 
these builders and FHA were each off more than 30 percent in this 
estimate. 

The application for Essex House in Indianapolis, by the Warner- 
Kanter Co., similarly misstated known facts with respect to the land. 
Correspondence produced at the hearing shows that from its incep- 
tion those sponsors planned to have outside builders advance the 
money for the purchase of the land and receive preferred stock for 
that advance which would be redeemed out of the proceeds of the 
mortgage. The land was in fact paid for by issuance of preferred 
stock which was redeemed out of mortgage proceeds, yet the applica- 
tion showed it as an equity contribution. That application also 
estimated architect’s fees very substantially higher than those pro- 
vided for in an agreement with the architect made before the applica- 
tion was filed. These statements in the application cannot be said 
to have been made in good faith when the application was filed. In 
the final agreement FHA officials were apprised of the facts but did 
not raise any objection and issued the commitment. 

These sponsors were also the subject of correspondence between the 
Attorney General and Bovard (FHA General Counsel) with respect 
to a contract between the sponsors and the builders not disclosed to 
FHA, which was substituted for the contract between them filed 
with FHA for the construction of a section 608 project in St. Louis. 
The undisclosed contract was for $100,000 less than the disclosed 
contract. As previously noted, Bovard advised the Attorney Gen- 
eral that criminal action could not be taken. 

We are not unmindful of the fact that honest opinions may differ 
as to the estimated, or the fair market, value of real estate. But it 
is difficult to understand a valuation 3, 4, and even 5 times or more 
the purchase price in a recent arms-length transaction between 
competent businessmen. While FHA valuations were never exactly 
the same as the builder’s estimates, by coincidence they were generally 
quite close to the estimate of the builder even when that estimate was 
several times the purchase price. 

The misstatement of architects’ fees in FHA applications has been 
widely known for some time. FHA made it known that it would 
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allow a 5 percent architect’s fee in every case no matter what the 
architect’s fee was in fact. Five nt is a normal architect’s fee 
for a normal building. But many FHA projects were of the ‘‘garden” 
type, consisting of a great number of smaller buildings. The Shirley- 

uke project includes 200 buildings averaging 11 apartments each. 
This is similar to the situation in most of the large section 608 projects. 
The drawings and plans for one building substantially accomplished 
the drawing of the plans and specifications for all of the buildings in 
the project. In these circumstances it is understandable that 
architects would undertake such projects for fees of 1 percent and 
even one-half of 1 percent. The hearings disclose many cases in which 
the builder estimated architects’ fees at 5 percent although he had 
previously made a firm contract with an architect at a very sub- 
stantially lower sum. 

These are the principal respects in which builders gave inaccurate 
or untruthful statements in their FHA applications. Ona less frequent 
basis there are a long list of other misrepresentations made to FHA 
all primarily to meet the statutory requirement that a sponsor furnish 
10 percent equity either in property, cash, or services. We think the 
materiality of the statements contained in these applications is shown 
by the mere fact that each applicant was careful to make certain that 
his application met the statutory test for equity capital. 


SECTION B. APPRAISALS BY FHA 


Liberality, and perhaps laxity, in FHA appraisals is the other side 
of the coin to misstatements in the sponsors’ applications. We can 
understand how a sponsor might estimate the value of land at several 
times the price at which he recently purchased that land from a sane 
and intelligent seller (when no penalty was imposed for doing so), 
but it is not as easy to understand the FHA appraiser intelligently 
reaching approximately the same excessive estimate. 

Powell testified before this committee in 1949, accompanied by 
Bovard and Richards, that it was impossible for FHA cost estimates 
to be as much as 30 percent off. Nevertheless many of them were 
off by that much and more. Curt C. Mack, Assistant FHA Com- 
missioner in charge of Underwriting from 1943 through 1954, testified 
at our public hearings. When he was asked if they ever checked the 
actual costs of these projects to determine the accuracy of their esti- 
mates he replied: 

We tried to. The insuring offices, each director was a member of the chartered 
corporation. In fact, he was a director, and those reports were sent not only to 
Washington—lI believe they went to the Rental Housing Division—they did not 
go to the underwriters—but they were placed also in the hands of the director 
of the insuring office which had jurisdiction over the area in which the property 
was situated. We used those reports largely for purposes of checking operating 
expenses and the accuracy of them (investigation hearings, October 1954, p. 3487). 


Following that response the following questions were asked Mack, 
to which he gave these answers: 


Question. How did you miss so many times? 

Answer. I can’t answer that. 

Question. Were you aware at the time that you were missing? 

Answer. No. 

Question. You say you weren’t aware? 

Answer. Not in all of these cases. These so-called windfalls were a shock to 
me. 
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Question. You say you were shocked at the disclosures? 
Answer. At the extent of the alleged windfalls. 


The evidence received during this investigation warrants the con- 
clusion that in its eagerness to satisfy builders who were interested in 
sponsoring multiunit housing projects, FHA frequently estimated 
costs at whatever it thought was necessary to satisfy the demands 
of those builders. 

It does not seem possible that FHA cost estimators could, had 
they conscientiously discharged their responsibilities, been off 30 
to 40 percent in so many cases, as has been disclosed by our inves- 
tigation. It is natural to assume that in the normal course FHA 
estimates might be high in some cases and low in other cases. But we 
find builders who sponsored 10, and even up to 25, projects whose esti- 
mates were always on the high side, and whose estimates averaged as 
high as 20 percent above actual costs. This is inconsistent with the 
premise that in the normal process of estimating that the estimator 
would be a “little” high in some cases and a “little” low in others. 


Section C. FHA Sates AND PROMOTION 


The Federal Housing Administration apparently considered itself 
obligated to “sell” the section 608 program. The committee has 
heard testimony from builders that meetings were called by FHA 
officials to persuade builders of the great benefits of the section 608 

rogram. Builders were encouraged to inflate their estimates of costs. 

HA made it known that an architect’s fee of 5 percent would be al- 
lowed regardless of what was in fact the architect’s fee. Builders were 
were told that these projects could be constructed with little or none 
of their own money. 

A Los Angeles builder, Arthur B. Weber, told the committee that 
he was invited to an FHA meeting at which the section 608 program 
was explained and that he was told that he “should wind up the project 
without having any investment in it.” The extent to which the pro- 
gram was “зо ld" is shown by its success in the New Orleans area where 
there was a — amount of defaulted projects than in any other 
area in the country. L. J. Dumestre, FHA Louisiana State director 
from July 1, 1947, to July 30, 1954, gave this explanation of the sales 
program: 

First, multifamily housing, as such, is not common to the area. Up until the 
advent of the section 608 program I would say we had practically no apartment 
houses in New Orleans that were larger than 20 or 25 units. We were urged, and 
instructed by the Washington office, to sell the section 608 program to builders, 
to provide badly needed housing. ‘New Orleans and Louisiana, along with the 
balance of the country, was critically short of rental and sales-type properties. 
We got out and we did a good selling job. We did too good a selling job because 
probably we built a little too much. About 3,800 units of rental housing came 
on the market in New Orleans within a period, I would say, from 18 months to 
2 years, and it was just a little more than we could absorb at one time * * * 
(investigation hearings, September 1954, p. 2016). 

Under date of January 8, 1947, Franklin D. Richards, then Assistant 
FHA Commissioner, sent a memorandum to the directors of all local 
field offices urging a planned pattern for selling the section 608 pro- 
gram. Prepared speeches were sent to the directors and a detailed 
program was included. The field directors were told when and how 
to call the conferences. They were told who to have *8* what 
each should say, and how long each speech should take. A detailed 
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follow-up program was given the field offices. This brochure is similar 
to those frequently sent out in connection with — public- 
relations programs. The document is included in the printed hearings 
of the investigation (p. 3681). ba 

An address by Ward E. Cox, former FHA Assistant Commissioner, 
before the West Coast Builders Association in December 1952, further 
illustrates the extent of this sales program. Cox there told the build- 
ers some of the many ways in which they could make money on 
cooperative housing projects with “no risk capital or permanent capital 
investment” and with a return of all funds that might be required to 
be advanced to the project “before one spade of earth is turned." 
Cox’s speech was in part: 

Upon receipt of the Project Analysis Form and the project mortgage amount 
* * * the sponsor-builder, of course, sharpens up his pencil and compares his 
own estimates of costs with FHA’s estimate of replacement costs and asks him- 
self, What’s in it for me? In the first place, he may own or acquire the land and 
sell it at a profit to the cooperative or, in the management-type projects, find it 
advantageous to lease the land for 99 years at a maximum return of 4 percent of 
FHA's estimate of fair market value. He can obtain a contract to construct 
on-site improvements to the land and make a profit and where the land is pur- 
chased in fee simple by the corporation he may also contract for offsite improve- 
ments. He has no risk capital or permanent capital investment in the project. 
All equity capital is subscribed by the cooperative members, Any front money 
advanced by him for organization, legal, architectural and other expenses and 
costs is returned to him or adjusted at initial closing of the loan, if he decides to 
yroceed with the project, and before one spade of earth is turned in construction. 

ecause all occupants of a cooperative project sign up and make required equity 
payments before construction begins, the builder is not obligated to speculate on 
sales or occupancy. If the project is a management-type cooperative and the 
builder is qualified, he may obtain a contract to manage the project following 
completion. 


One apparent result of the overzealous FHA sales program was 
undue liberality in making estimates and contracts with builders. И 
the section 608 program would not have worked out satisfactorily 
under the formulas and provisions established by the Congress, it 
was the responsibility of FHA to have so advised the Congress. But 
it was not the function of FHA to revise the statutory limitations 
according to its own conception of what was required to make the 
program work according to its measure of success. 


SECTION D. LEASEHOLD MORTGAGES 


FHA permitted builders to obtain FHA insured mortgages on lease- 
hold estates under circumstances that made doing so very profitable 
for builders. This practice was used extensively in New York and 
to some extent other areas, including Washington, D. C. An official 
of the Chicago FHA office, E. Herbert Bonthron, testified that the 
only two leasehold mortgages on residential property in Chicago 
were on FHA section 608 projects. 

These ground leases were generally for 99 years at a rental based 
on 4 percent of FHA’s valuation of the property. The building con- 
structed on the property, with an FHA guaranteed mortgage, is 
necessarily security for the ground rent. A default in the ground rent 
would require the Government either to cure the default or to pur- 
chase the land to protect its guaranty of the mortgage on the building. 
Its failure to do so would permit the owner of the land, usually the 
section 608 sponsor, to acquire the building free and clear of its 
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mortgage. To thus protect itself, FHA took an option to purchase 
the land at the appraised value—frequently several times the cost 
of the property. ‘These cases put FHA in the position of having the 
equity owner of the building occupy a security position in the project 
that came ahead of the FHA insured mortgage. 

Because of the Government’s financial interest in making certain 
that there was no default in the ground rent, a mortgage on the 
land was, in fact, better secured than the FHA-insured mortgage on 
the building. Accordingly, insurance companies and banks were 
willing to make conventional mortgages at 80 percent, and even 90 
percent, of the FHA appraised value of land thus leased to a section 
608 project. These loans were generally made for long periods of 
years without any personal responsibility of the borrower to repay 
the loan. These leaseholds were so profitable because of FHA gen- 
erosity in making those appraisals. It appraised land at as much as 5 
and 6 times the promoter’s cost. In one case, Beach Haven, land 
costing less than $200,000 was appraised at $1,500,000. In the Glen 
Oaks Village case the sponsors were able to obtain a mortgage on the 
land for almost $1.5 million more than they had paid for the land. 
In the Rockaway Crest project the owner obtained a mortgage on 
the land for $1 million more than he had paid for the land. These 
lucrative mortgages were possible only because they were secured 
by leasehold agreements which the Government could not permit to 
default. No Federal income taxes were paid on those mortgage 
proceeds on the theory that they were merely loans and not income 
even though there was no personal obligation to repay the mortgage. 

The Woodner project in Washington was built on a leasehold. 
Woodner has claimed that his building costs were in excess of his 
FHA mortgage proceeds; but his mortgage on the land was substan- 
tially in excess of his cost of the land. 

The theoretical justification for permitting leasehold mortgages to 
be insured by FHA was that it reduced the capital required of a section 
608 corporation. In areas where building costs are high, such as 
New York City, it was urged that the $8,100 per unit mortgage ceiling 
would not permit the construction of rental housing if it were necessary 
for the sponsor-mortgagor corporation to acquire the land. But this 
claimed justification for leasehold mortgages does not excuse the 
inflated valuations that permitted builders to make large profits from 
mortgages on the land. This practice was particularly unfair in 
cooperative housing projects, under section 213, in which the co- 
operators did not know that the property they were purchasing 
included only the building and not the land on which it was built. 
This is another example of the way FHA interpreted the law to give 
the maximum benefit to the builders. 


SECTION E. COOPERATIVE PROGRAM 


Section 213 of the Housing Act provides for FHA insured mort- 
gages On cooperative housing projects sponsored by “ — cor- 
porations or trusts. The committee’s investigation of the housing 


program discloses virtually no instance in which a true cooperative 
utilized this section of the act. In almost every case the project was 
built by a promoter for profit utilizing this provision of the statute, 
with its maximum 95 percent of estimated cost mortgages, because 
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of its more profitable provisions. This is particularly true of the 
single family sales houses, built under the — * housing section 
of the act, under which promoters not only obtained 95 percent 
mortgages but also had their construction advances insured by FHA 
(as distinguished from the conventional sale house program under sec. 
203 in which FHA did not insure construction advances. ) 

The greatest number of “cooperative” multifamily projects con- 
structed under this “nonprofit”? section were in the New York area. 
The plan generally used was for the promoter to acquire land on which 
the project was to be built and lease that land to the cooperative 
project for a long term of years. The cooperative apartment owners 
were generally not aware of the fact that even after paying off the 
mortgage they would still not own the land. They never will own the 
land and are required forever to pay the ground rent or lose their 
building. 

As shown in the preceding section these leaseholds were most 
profitable for the promoter. 

The plan also generally called for the promoter to create and control 
the nonprofit cooperative corporation. That corporation was usually 
organized by nominees of the promoter. They in turn would enter 
into a contract with the promoter’s construction company for the 
construction of the project. The same persons sat on both sides of 
the table in determining the terms and provisions of that construc- 
tion contract, including the amount that the cooperative corporation 
must pay the construction company. More important, the contract 
generally provided that the final payment was to be made to the 
construction company when the project was approved by the cooper- 
ative corporation. The promoters were careful to retain control of 
the cooperative corporation until after they had approved their own 
work. Then they would permit the cooperators to elect their own 
board of directors. 

A most unusual use of the nonprofit cooperative section of the act 
for single family sales houses was employed in the Los Angeles area 
by Ben Weingart and Louis Boyer in projects involving $62 million 
of FHA-insured mortgages. Weingart and Boyer promoted Carson 
Park Mutual Homes and Lakewood Park Mutual Homes as coopera- 
tive housing projects. Weingart made arrangements with Investors 
Diversified Services for the interim financing and thus avoided the 
necessity for the individuals to advance money to start the project. 
In return, Investors Diversified Services received roughly half the 

rofits. Nominees of Weingart and Boyer were the incorporators 
of the so-called nonprofit corporations. Thousands of homes were 
built and the profits divided between the Weingart and Boyer group 
and Investors Diversified Services: In the Carson Park project, 
involving $32.1 million in FHA mortgages, the Weingart and Boyer 
group invested $65,000 and received profits of $1,417,321, including 
a profit of $118,485 on their sale of the land to the sponsoring cor- 
poration. For arranging the financing, Investors Diversified Services 
received profits of $1,056,981 in addition to normal interest on all 
of the funds it had advanced. 

In the Lakewood Park project, involving $30.2 million of FHA 
mortgages, the Weingart-Boyer group and Investors Diversified 
Services conducted a similarly profitable operation. 

The Weingart-Boyer group received commitments from the Long 
Beach (adjacent to Los Angeles) FHA office for 6,663 units to be 
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constructed under section 213. The only other section 213 commit- 
ment ever issued by that office was a project of 50 units. 

The committee heard testimony that the section 213 program was 
used in Arizona to sell houses without any downpayment on a “for 
profit” sales program. Hyman Rubenstein testified that a construc- 
tion company he owned built single family houses which it sold to a 
nonprofit corporation he controlled for the amount of the FHA 
mortgage. That mortgage was 95 percent of FHA’s estimate of the 
cost. ‘The nonprofit corporation then sold the houses without any 
downpayment. Rubenstein testified that these houses were thus sold 
for approximately $8,000 with a profit to him of $1,000 on each house. 
If FHA’s estimates were in line with Rubenstein’s actual costs, FHA 
was allowing him a 17-percent profit in a program in which FHA 
insured construction advances and virtually insured the builder 
against loss. 


Section F. Tue $5 MILLION CEILING 


In passing the National Housing Act the Congress included in sec- 
tion 608 a number of limitations on the mortgage insuring authority 
of FHA. One of these limitations, prior to 1948, was that mortgages 
could not exceed $1,800 per room. In 1948 this limitation was 
changed to $8,100 a rental unit. The Congress did not intend to 
raise the ceiling from $1,800 per room to $8,100 per room; it had in 
mind continued construction on something near the average number 
of rooms per rental unit that had previously prevailed. 

FHA and the builders, however, seem to have continuously searched 
for means to stretch, evade, and get around the congressional restric- 
tions imposed upon them. They did so with respect to this ceiling 
limitation by projects in which 80 percent, and even 90 percent, of 
the rental units were one-room efficiencies. In these projects the 
mortgage averaged close to $8,000 per room. 

Another congressional limitation was that a mortgage could not 
exceed $5 million. One of the purposes for this limitation was to 
spread the benefits of the act among the greatest number of people. 
To the extent that FHA-insured mortgages aggregated as much as 
$25 million, and even more, on one project this was accomplished by 
separate mortgages of separate mortgagor corporations on different 
buildings in the project. But having separate mortgages on separate 
buildings in the same project was w holly i in technical compliance with 
the statute. However, in the cases in which FHA insured more than 
one mortgage, in amounts aggregating more than $5 million, on what 
was basically one building, it was deviating from the statutory pur- 
pose expressed by the Con; gress. 

The Claiborne Towers project on Claiborne Avenue in New ee 
and the Woodner project on 16th Street in Washington, D. C. 
volved mortgages of more than $5 million. Most of the isto = 
these 2 projects were 1-room efficiencies which may be classified as 
luxury apartments and not the middle income type of rental housing 
the act sought to encourage. 

The Claiborne project in New Orleans was built by Shelby Con- 
struction Co., whose activities are frequently discussed in other 
sections of this report. The FHA New Orleans office refused to 
approve the project. Approval came from Washington in à memo- 
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randum from Powell to Curt C. Mack, Chief Underwriter, advising 
that Powell’s office had approved revised plans. Eighty-six percent of 
the units in this project are 1-room efficiencies. The project is on the 
north side of Claiborne Avenue and extends for a full block from 
Canal Street to the west. A mortgage of $4.6 million is on the east 
half of the building and a mortgage of $4.6 million is on the west half 
of the building. The lobby entrance is in the center of the building. 
There are 6 elevators of which 3 are on either side of the centerline of 
the building. There are 2 heating units in the building which could 
be so utilized that each would heat half of the building. The plans 
were drawn so that a wall could be built through the center of the 
building to separate the east half from the west half and leave each as a 
complete building. However, the outer brick wall is only 1 building 
enclosing what the mortgagors pretend 1s 2 buildings. The bricks 
are laid overlapping each other and in order to separate the theoreti- 
cally two buildings by so much as one-sixteenth of an inch it would be 
necessary to cut every other brick in half. The main entrance, a large 
modernistic entrance, straddles the theoretical dividing line for the 
two projects. 

The Woodner project in Washington, D. С. is covered by a mortgage 
of $5 million on one-half of the project, and a mortgage of $4.9 million 
on the other half of the project. In this case the buildings are actually 
separated by a distance of 1 inch with a caulking compound packed 
into the separation. As in the case of the Claiborne Towners project, 
the interior halls in the Woodner project extend from building to 
building wholly as though it were one property. Common switch- 
boards serve both sections. There are separate elevators and separate 
boilers which could be used to operate separately each of the sections 
if it was desired to do so. But Woodner testified that it would not be 
economical for different owners to operate each section. 

It would never occur to even a trained inspector that either of these 
projects was composed of two separate buildings unless he were ad- 
nee of that fact and examined the plans for the theoretical dividing 

e. 


Section С. Horets UNper SEcrTIoN 608 


The rental housing program, to provide living units for returning 
veterans, was recognized by FHA as not including financial assistance 
in the construction of hotels. Yet in many instances it was not diffi- 
cult to induce FHA to permit all or a substantial part of a project 
to be turned into a hotel. The Warner-Kanter Co. built Essex House 
in Birmingham, which after completion was converted into what 
amounts to a hotel. Later Warner-Kanter obtained FHA approval to 
construct an Essex House in Indianapolis; 93 percent of the 390 units 
in that project corsist of 1 room. Shortly after completion of the build- 
ing hesponsors told FHA that their inability to rent thai project made it 
necessary that they furnish some of the apartments and later to provide 
maid service. FHA approved furnishing 150 of these units and pro- 
viding maid service. There are many similar projects throughout the 
United States. 

The Woodner project in Washington is perhaps the most glaring 
example of the use of section 608 for a hotel property. The record 
supports the conclusion that its sponsors intended to operate the 
property as a hotel from the inception of the project. 
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The plans called for stores, shops, and restaurants on the ground 
floor although the District of Columbia zoning ordinances prohibit 
such commercial use of property in that area except in hotels. The 
record contains a letter dated December 20, 1949, from A. A. Bliss 
of the legal division of Irving Trust Co., New York, the mortgagee, 
to the Woodner Co., written less than 2 months after the FHA 
commitment was issued and prior to the construction of the project, 
that is in part: 

As I understand it, you will apply for a hotel permit when the project is ready 
for occupancy, and the commercial space will not be utilized unless the hotel 
permit is issued. 

When the project was completed the District of Columbia refused 
to grant an occupancy permit unless 40 percent of the rooms were 
converted to a hotel. Woodner asked the local FHA office in Wash- 
ington for permission to do so, pointing out that he had invested 
$700,000 in the construction and furnishing of commercial facilities 
which could only be utilized, under the local zoning ordinance, in 
a hotel. The District FHA director for Wasbington refused to 
grant this permission and in June 1952 the matter was taken for 
review before the national FHA office. Franklin D. Richards was 
then FHA Commissioner and the matter was brought to his attention 
in June, although no decision was then reached. Richards resigned 
as FHA Commissioner effective June 30. On July 22, he was retained 
by Woodner in connection with this request to operate the project 
as a hotel. Richards was to be paid a retainer of $5,000 and an 
additional $5,000 if they were successful in obtaining hotel approval. 
Powell reversed the local office and granted Woodner permission to 
convert 238 units into a hotel. 

The incidents of using section 608 properties for hotel purposes, 
exceeding the statutory $5 million ceiling, and permitting a substantial 
majority of the units in a project to be 1-room efficiencies are not in 
themselves of any great importance except that they further illustrate 
the extent to which FHA sought to extend, circumvent, and evade the 
congressional purposes of the National Housing Act. On the con- 
trary, it should have been FHA’s purpose to use every effort to carry 
out the intended will of the Congress. 


SECTION H. DISREGARD OF WAGE-RATE REQUIREMENTS 


In 1939 Congress adopted an amendment to the National Housing 
Act to insure that builders who obtained the benefits of that program 
would pay the prevailing local minimum wages, as certified by the 
Secretary of Labor. Section 212 of the act expressly provides that 
the FHA Commissioner shall not approve any application for mort- 
gage insurance under that act unless the contractor files a certificate 
that the laborers employed in the construction have been paid not less 
than the prevailing local wage rates, as determined by the Secretary 
of Labor prior to the beginning of construction. The act also au- 
thorized the Commissioner to make such rules as may be necessary to 
carry out the provisions of this section. 

FHA construed the act as requiring merely that the contractor fur- 
nish it with a certificate of the payment of prevailing wage rates. It 
considered the filing of such a certificate conclusive, refused to be con- 
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cerned with charges of substandard wage payments, and would not 
look beyond an appropriately executed certificate. The Department 
of Labor investigated thousands of cases of alleged violations of this 
rovision of the Housing Act. It referred many such cases to FHA. 
ior to 1950 FHA refused to take any action in these matters. Be- 
ginning in 1950 it did carry on some investigative work on projects 
referred to it by the Department of Labor. In the period 1939 
through 1952 only two such cases were referred by FHA to the De- 
artment of Justice. The testimony of Deputy Housing and Home 
inance Agency Administrator McKenna is that a spot check of 
FHA files disclosed 95 projects in which construction workers were 
underpaid $1,023,000. A common practice of contractors was said 
by him to be to classify skilled workmen as apprentices and to pay 
them at the lower wage rates. 

One project, McKenna testified, 80 carpenters, whose experience 
averaged 8 to 10 years were classified on the payroll as apprentices 
and paid from $0.75 to $1.37 an hour while the wage rate for car- 
penters was $1.65 an hour. On another project of the same con- 
tractor 83 experienced carpenters were found on the payroll as ap- 
prentices. The divergence in wage payments was similar to those in 
the first project. On a third project of that contractor 152 experi- 
enced carpenters were designated as laborers and paid $0.75 to $1.25 
an hour while the prevailing carpenter’s rate in that area was $1.37 
an hour. 

The testimony shows that in one case in which there were wage 
violations amounting to $25,947 the FHA mortgage commitment was 
increased $29,100. In another case in which there were wage viola- 


tions of $8,267 the commitment was increased $8,200. This pater- 
nalism toward builders subjected the workers on the projects to severe 
monetary penalties. 

FHA had no procedure for barring contractors found guilty of wage 
violations in one project from participating in other projects, or even 
for subjecting their subsequent projects to special scrutiny. 





PART V. ECONOMIC IMPACT ON TENANTS 


)) 


The excessive and unreasonable “windfall profits" achieved by 
builders under the section 608 program is necessarily either at the ex- 
pense of the tenants renting apartments in such projects or at the ex- 
pense of FHA (and the Government as guarantor of the obligations of 
FHA). To date the Government has sustained no actual loss on 
these properties. The losses accrued on properties that have de- 
faulted and have been acquired by the FHA have been, or will be, 
met by reserves of $105.2 million which FHA has set aside from 
insurance premium receipts. Tenants, howev er, have been required 
to pay large sums in extra rent to “bail out’ properties encumbered 
by mortgages substantially in excess of actual costs. 

For every hundred million dollars that FHA-insured mortgages ex- 
ceed 90 percent of what would have been the estimated costs had 
FHA estimates been based on “the actual costs of efficient building 
operations,” tenants may be required to pay $6.5 million in excessive 
rents each year during the 30 years of the mortgage. Only competi- 
tive conditions in the rental housing field making available alternate 
accommodations at lower rents will relieve those tenants of this 
obligation. 

The charter of each section 608 corporation permits FHA to 
approve maximum rentals. FHA rentals were determined, in advance 
of construction, by the FHA “project analysis” which was the basis 
of the FHA commitment to insure the mortgage. These rentals were 
based upon the lower of: (a) What was then the market rental being 
paid for comparable accommodations; or (b) rentals which would 
provide a return of all operating expenses (including interest and 
amortization) and a 6% percent net return on the estimated cost of construc- 
tion, after an allowance of 7 percent for vacancies and for other loss 
of rental income. In actual practice the yardstick for measuring such 
rents was the 6% percent net return on the estimated cost of the 
property. It was actually in excess of 6% percent of the estimated 
cost due to the 7 percent vacancy allowance and the fact that most 
section 608 projects had almost no actual vacancies. 

When. the actual costs were substantially less than FHA's estimate 
of costs, the rents were nevertheless based on a 6% percent net return 
on the original FHA estimate. And the rents were not based on the 
amount of the mortgage (90 percent of the estimated costs), but on 
the full amount of the FHA estimate of costs. Furthermore, if operat- 
ing expenses, taxes, or other recurring items of expense were increased 
to a level beyond those used in the original FHA estimate, the sponsor 
could file an application for an increase in rents, which was generally 
allowed and the rents charged to tenants were further inflated, even 
though there had already been an excessive rent initially established. 

The Shirley-Duke project was estimated to cost $15.3 million. The 
actual cost of the project was $10.8 million, excluding the $900,000 
promoters’ fee paid Investors Diversified Services, or $11.7 million if 
that fee is included as item of cost. The rental schedule, approved 
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prior to the construction of the project, permitted the sponsors to 
charge tenants $250,000 to $325,000 a year in excess of what would 
have been the rents had the actual, instead of estimated, costs been 
used. This is in excess of $115 per apartment per year in additional 
rent. Nevertheless, not long after completion of the project, FHA 
approved a rent increase, based on increased operating costs, of 
$89,994 a year. 

In the Glen Oaks case, in which there was a $4.6 million “windfall” 
on the FHA-insured mortgage on the building and a $1.4 million 
“windfall” on the mortgage on the land, FHA subsequently granted 
increased rentals, based on increased operating costs, of $231,681 
annually. 

The table following shows section 608 projects on which ‘“wind- 
falls" were shown at the public hearings of this committee and in 
which FHA has permitted tenants to be charged increased rentals 
based on higher operating costs. 


Rental increases on windfall projects (public hearings only) 





Number of |Annual renta] 
rooms | increase 


| | 
Sponsor and projects | Project location | Windfall | 


— — — — а — F — — — — — — 


Joseph J. Brunetti: | | | 

Richfield Village (8 sections) Clifton, N. J $135, 718 | 4, 064 | 
Brookchester (10 sections).......... .| New Milford, N. j.| 1, 071, 175 | 5, 506 
Lodi, N. J........] 144, 458 | 2, 056 | 
| Maywood, N. J...| 9, 695 | 1, 343 
Rutherford Park Apartments. ....... Rutherford, N. J.. | 43, 129 | 516 | 


ое е кеа | | 1,404,175 12, 485 | 
Alfred Gross, Lawrence Morton, George | Bellerose, Long | 3, 600, 000 12, 346 
M. Gross: Glen Oaks (11 sections). Island, N. Y. | | 
B. Gordon, Jr., E. J. Preston, H. W. | Alexandria, Va....| 2, 119, 353 | 7, 928 | 
Hutman: Shirley-Duke (6 sections). | | 
Ian Woodner, Max Woodner, Beverly 
Woodner: 
Crestwood Lake Apartments, No. 1..| Yonkers, N. Y.... 392 | 1, 064 | 
Manor Park Apartments (2 seetions).| Wilmington, Del..| , 283 | 1, 534 | 
Columbia Heights, No. 4 | Arlington, Va..... 1 1, 314 | 


Davis A. Finkelstein, Herman D. Paul, | Prince Georges | , 861 | 1, 314 | 
Harry A. Rosenfeld: University Hills. | County, Md. | | 

Ben Cohen: Penn Manor (4 sections) j Pennsauken, N. J | | 

Morty Wolosoff: Alley Pond Park (2 | Bayside, N. Y | 
sections). | | 

James J. Keelty: Rogers-Forge Apart- | Baltimore, Md. 334, 596 > 
ments (2 sections). | 

Thomas J. O’Brien: Meadowbrook Corp.| Indianapolis, Ind , | 36, 604 | | 


1,326 | 


Herbert Du Bois: | | 
Clover Hills Gardens................| Mount Holly, | 280, 000 | 


N.J. 
Parkway Apartments............ | Haddonfield, N. J .| 250, 000 | 
| 530, 000 | 
Saul Silberman: Uplands Apirtments....| Baltimore, Md__ | š 852,000 | ; 
Samuel J. Rodman: Atlantic Gardens, | Southeast Wash- 
No. 1. ington, D. C. | 
Dewey Gottlieb: District Heights (4 District Heights, 
sections). ма. 





Bernard Weinberg: | 
Pleasantville Manor _.....| Pleasantville, N.J_| 4 
Barrington Manor-..............----- Barrington, N. J. „| 482, 967 | 
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Rental increases on windfall projects (public hearings only)—Continued 





EA s — — r т — 
| Number of | Annual rental 


— ms 
Sponsor and projects Project location Windfall rooms | increase 
| | 


Fred Schneider: | 
Parkchester Court (4 sections)........| Southeast. Wash- 120, 000 | i 16, 719 
ington, D. C. | 
Rhode Island, Inc.... 5. .....--| Northeast Wash- 270, 000 ‚ 28 25, 423 
ington, D, C. | | 


Total.... | = Ë | 390, 000 

Charles Rose: Jefferson Village (10 | Falls Church, Va | 281, 435 
sections). | | 
Herbert Glassman: Glassmanor (3 sec- | Prince Georges | 
tions). County, Md. | 
William S. Banks: University City s i 


Albert Stark: | | 
Drum Castle Apartments | Baltimore Coun- | 

| ty, Md. 
Seton Heights Baltimore, Md.... 


2, 102 


Alexander Muss: | 
Sunset Gardens............- Nutley, N. i 323 
Boulevard Gardens оноон. ЗАРИ IN. d es^ 138, 142 854 


Total аана 138, 142 1,177 


Israel Orlian: Floral Park, Inc...........| North Bergen, 148, 089 1, 092 20, 049 
N.J ` 


Benjamin Neisloss: Brookside Gardens..| Somerville, N. J.. 525, 616 1, 663 62, 462 


Prior to December 17, 1947, rental housing projects having insured 
mortgages of $200,000 or less were not subject to rent controls by 
FHA. Projects in excess of $200,000 prior to that date, and all 
projects since that date, have been subject to this control over rents. 
This authority to control rents remains effective so long as the FHA- 
insured mortgage is in effect. 

As long as a shortage of rental housing exists, tenants will have 
little choice but to pay these higher rents that are due to excessive 
cost estimates, It is difficult to estimate the amount of such excessive 
rents that are now being paid by tenants except that it is a very sub- 
stantial sum annually. It is not feasible for the FHA Commissioner 
to reduce those rents (assuming he has the authority so to do) as long 
as the inflated mortgages remain unpaid. For the Commissioner to 
reduce rents below the levels required for interest and amortization 
on the inflated mortgages would only precipitate a default in the 
mortgage and require the Government to issue its bonds for the 
mortgage indebtedness, and to take over the property. If FHA is 
successful in its current action to recover windfall profits, we assume 
that such recovery will be applied to reduce the mortgage indebted- 
ness and thereby reduce the necessary rents required from tenants to 
carry the property. 

Unless the carrying charges of such mortgages can be reduced, 
tenants would appear to have no relief from these excessive rentals 
until comparable housing becomes available in projects which do not 
require excessive income to cover carrying charges on excessive 
mortgages. If and when that day comes, the owners of projects on 
which there are excessive mortgages will either be required to reduce 
their rents or will find their apartments vacant. In either event, it 
is not unlikely that projects with excessive mortgages will then default 
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and that the FHA will be required to take over the properties. Un- 
fortunately it seems that in every case either the tenants or the Gov- 
ernment will sustain a loss resulting from these excessive mortgages. 

The chart on the opposite page reflects the rentals authorized to be 
charged, by States, in section 608 projects. The lowest rentals were in 
Mississippi and the highest in Illinois. Only 10 percent of the project 
rentals were below $60 a month and more than 60 percent were above 
$80. More than 20 percent of these projects rented for more than 
$100 per month per apartment, and in Arizona, Nevada, and Illinois 
the median rental of all section 608 projects in those States exceeded 
$100 per month per apartment. The median monthly rent for the 
country is $86.41. 


COMMENT BY SENATORS FULBRIGHT, ROBERTSON, SPARKMAN, FREAR, 
DovaLa4s, AND LEHMAN 


It is obvious that “mortgaging out” plus the fact that rent schedules 
generally were based on the FHA estimate of cost rather than on 
actual cost have resulted in higher rentals in some projects than might 
otherwise be the case. 

To complete this picture of the 608 program we should point out 
its merits. It has provided for construction of 465,683 housing units 
in 7,045 projects to meet the housing needs of war workers and 
returning veterans. The number of these projects found by the 
committee to have mortgages in excess of costs is about 6.7 percent. 
Out of about half a million units in the 608 program, there is no 


evidence to show that the great proportion carried higher than neces- 
sary rentals because of mortgaging out. 

he impact of the approximate half million units built under the 
608 program must have had considerable competitive effect upon 
rent levels generally. In all likelihood the mass effect of the units 
developed under the 608 program reduced rents far more than rents 
were increased as a result of mortgaging out. 


STATEMENT BY SENATOR CAPEHART 


It is inaccurate to state that the projects found by the committee 
to have mortgages in excess of cost is 6.7 percent. The public hearings 
inquired into 543 projects of which 80.5 percent were shown to have 
mortgages in excess of costs. Not more than an additional 200 proj- 
ects were investigated. Of projects called to the committee’s atten- 
tion, inquiry was made only in those cases where a sponsor’s total 
mortgage exceeded his total cost. No inquiry at all was made by the 
committee into the remaining 6,300 projects because we had neither 
the time nor the staff. We just do not know how many of these 6,300 
projects had mortgages in excess of costs. 
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PROJECT MORTGAGES WITH INSURANCE IN FORCE UNDER SECTION 608 
PERCENTAGE DISTRIBUTION OF MONTHLY RENTAL AS REPORTED FOR OCCUPANCY SURVEY OF MARCH 31,1954 
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PART VI. THE HOME REPAIR IMPROVEMENT PROGRAM 


Title I of the National Housing Act, as adopted in 1934, authorized 
FHA to insure obligations of homeowners for repairs to, or moderniza- 
tion of, their homes. The program was designed to stimulate business 
in the home repair and modernization field and to permit needed re- 
pass of homes whose owners might otherwise be unable to finance the 
work. 

The program was one of guaranteeing the financing of these repairs. 
It was unrelated to protecting homeowners against the fraudulent 
schemes and practices subsequently worked upon them. Similarly 
the program was not intended to include any safeguards to insure 
adequate work or fair prices. 

FHA was authorized to approve lending institutions as “approved” 
mortgagees. The only direct contract by FHA was with these ap- 
proved lending institutions. The approved mortgagees were permitted 
to approve “dealers” whose notes they might discount under the FHA 
program. The lending institutions were required to use sound banking 
judgment and practices in selecting these dealers. Unfortunately the 
record shows that many lending institutions were extremely careless 
and negligent in the cuni of dealers. This resulted in a number 


of dealers operating under the program whose practices were fraudulent 


and who, with their disreputable salesmen, *'fleeced" thousands of 
homeowners out of hundreds of millions of dollars. 

FHA did not approve the dealers, but it adopted the practice of 
putting dealers on a “precautionary” list whenever it found their 
practices improper. Placing a dealer on the precautionary list had the 
effect of cutting off his credit. But FHA was extremely reluctant to 
take such action and it did so in only the most flagrant cases and after 
countless homeowners had been defrauded. 

The frauds and rackets worked under this program reached large- 
scale proportions shortly after World War II. They continued un- 
abated until the last year, during which the extent of these frauds and 
rackets has been materially reduced. The decrease in the volume 
of these frauds results largely from the publicity given to the pro- 
gram which has made homeowners more aware of the practices of 
these fraudulent salesmen and also from a tightening of the regula- 
tions by FHA following the disclosures by the President last April 
of these frauds. 

Many home-repair dealers used “FHA” and “Federal Housing 
Administration” in their advertising and sales promotion work to 
give the impression to inarticulate people that somehow the Federal 
Government was back of the work. Many homeowners purchased 
such work in the belief that the Federal Government, through the 
instrumentality of FHA, would somehow see to it that the work was 
properly performed and that the charge was fair and reasonable. It 
is unfortunate that a.program, designed merely to finance paper 
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taken by dealers for such work, should be sold to the homeowners as 
protecting them in the character of the work they received. 

Under this program any dealer, able to make arrangements with a 
lending institution to discount his paper, could contract with home- 
owners for such repairs. On completion of the work the homeowners 
sign a “completion certificate.” Many disreputable dealers obtained 
this certificate, signed in blank, at the time the initial contract was 
signed. In other cases signing of the certificates was induced by 
false and even fraudulent misrepresentations as to its character. 
Upon presenting that certificate to the bank the dealer obtained 100 

ercent of the obligation provided for by the contract. The bank 
— the owner of the paper and there was no recourse against the 
dealer. 

These obligations were negotiable instruments as to which the bank 
became a holder in due course. Under the law of negotiable instru- 
ments the homeowner was required to pay the bank the amount of 
this obligation in spite of any fraud practiced upon him (except when 
his signature was forged to the note). The obligation of the bank was 
insured by FHA against losses up to 10 percent of the aggregate 
amount of the loans, which in effect permitted almost every bank 
to enjoy a 100-percent Government guaranty.! 

Whenever a homeowner defaulted in the payment of his obligation, 
and the bank was unable to collect the note, the obligation was as- 
signed by the bank to the Government. FHA was required to pay 
the bank the amount of the debt which it then referred to the United 
States attorney for collection. In countless cases the United States 
attorney has, in the name of the United States of America, either filed 
suit, or threatened to file suit, against homeowners for obligations they 
incurred as a result of fraudulent practices by which they were victim- 
ized. In thousands of cases the work represented by these obligations 
was virtually worthless. 

A principal cause of the home-repair frauds was: first, laxity by 
lending institutions in approving dealers of questionable character; 
secondly, their continuing to do business with dealers after notice of 
their fraudulent practices; and, third, their accepting the paper of 
homeowners whose credit would never have sustained a normal 
banking transaction. Testimony heard by the committee included 
cases in which the same person had received 4 and 5 home-repair 
loans. Frequently the later loans were made after the borrower had 
defaulted оп the first loan. Lending institutions should justly be 
criticized for their laxity and negligence. FHA is also subject to 
criticism for permitting these lending institutions to be so lax and 
negligent. 

he Government has sustained no monetary loss in the title I 
program and it appears that existing FHA reserves are adequate to 
cover such contingent losses as may ultimately accrue against FHA 
under this program. Substantial losses in the home-repair program 
have been sustained by homeowners who were victimized by un- 
scrupulous salesmen and dealers. By handling FHA papers, and 
because of misrepresentation by salesman and dealers, many of these 
victims thought that they would receive Government protection 
through FHA supervision. 


1 маа 1954 the Поре amended the statute to require the lending institutions to assume 10 percent of the 


loss on each idual loan, 
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In the 20 years the program has been effective, FHA has insured 
17 million home-repair or improvement loans in the total amount of 
$8 billion. 

The frauds in this program were not confined to any geographic 
area. In every city in which the committee held hearings we dis- 
covered a large number of title I frauds. Perhaps the greatest 
number occurred in California where climatic and living conditions 
were peculiarly adapted to the fraudulent practices in the sale of 

atios, barbecue pits, and similar improvements. Representatives of 
tter business bureaus were called to testify in several cities. In 
each instance they testified that their offices had received many 
complaints regarding title I fraud. The evidence also showed that 
they had done a good job in attempting to correct these abuses. 
he committee heard 118 witnesses testify on the title I program— 
approximately one-third the total number of witnesses heard. Sixty- 
three of those witnesses were homeowners who had been victims of 
these fraudulent practices. Others were FHA representatives, 
better business bureau officials, a representative group of the dealers 
and salesmen responsible for these frauds, and officials of lending 
institutions accepting the notes of those dealers. 

In each city where hearings were held there was virtually an un- 
limited number of homeowners anxious to testify to the frauds by 
which they had been victimized. Twenty-two dealers or their sales- 
men were heard whose testimony, recognizing the unwillingness of 
the unscrupulous to admit their misdeeds, gives a representative 
indication of the manner in which these frauds were practiced. ‘Three 
of those witnesses availed themselves of the constitutional privilege 
against self-incrimination. 

The hearings revealed that many of the dealers and salesmen who 
victimized the public were men with known criminal records and 
other unsatisfactory backgrounds. The tactics employed by those 
men embodied the elements generally employed by professional 
criminal confidence men. 

Many of tbe pitches, approaches or gimmicks employed to induce 
the homeowner to purchase from such dealers and salesmen were no 
more than the ageless appeal to human nature to get something for 
nothing. The sales techniques used by such individuals were as many 
e varied as their imagination and knowledge of human nature could 

evise, 

The *model home" or *bonus" pitch, asit was referred to in the trade, 
was used most frequently. Thehomeowner was told that the salesman 
had made a survey of the neighborhood and had chosen his home as à 
model home. The stated reason for selecting this particular home was 
generally because the homeowner had such an attractive yard, or the 
shape or size of the particular home, or any other features which the 
salesman chose to use to justify the selection. This was merely the 
entree. Every home in the neighborhood that might need repairs was 
a so-called model home. To continue the pitch, the salesmen would 
promise the homeowner to send — customers to see the job 
purchased by the homeowner, whether it be siding, roofing, patio or 
any one of the other numerous improvements. For each such prospect 
who purchased a similar job this homeowner would receive a commis- 
sion or bonus of $25 or $50 or $100. The amount actually promised 
was immaterial since the written contract signed by the homeowner 
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made no mention of such oral promises. The salesmen would continue 
the n by assuring the homeowner that in reality his improvement 
would cost him nothing. The homeowner was told that he would 
assuredly pay for his own job and probably earn some extra money on 
the commissions or bonuses. When these pitches were used the con- 
tract price was uniformly excessive although the homeowner was 
generally told the price was the company’s cost because this was a 
model home. Sometimes the price paid would actually run 2 or 2% 
times what the homeowner would have paid for the job if done by a 
: reputable local dealer or contractor. 

Rarely was any money ever paid a homeowner as a result of the 
bonus promise made in conjunction with the model-home pitch. Even 
when homeowners actually sold jobs to their own friends or relatives 
they usually did not receive the commission. 

he dealers and salesmen who made a racket of the home-improve- 
ment program were for the most part fly-by-night or “Johnny-come- 
lately” operators. Their methods of operation are not to be attributed 
to the multitude of small local contractors, residents of their com- 
munities, who sold home improvements of quality materials and work- 
manship at fair prices under FHA loans. The unscrupulous dealers 
are distinguishable chiefly by their business practices. 

The testimony of a group of dealers and salesmen heard at the 
Chicago, Indianapolis, and Detroit hearings particularly emphasizes 
these fraudulent practices. 

Harry Cane, brother of Mickey Cohen, notorious west coast figure, 
and himself a man of considerable accomplishment in undesirable 
activities, entered the FHA home-improvement field as a salesman 
about 1941. In 1948 he organized a group of high-pressure-type 
salesmen under the firm name of Cane Enterprises & Associates. 
Many of these so-called “salesmen” had known criminal records. 
This group, and others like them, were quite aptly termed “dyna- 
miters.” From 1948 until the arrest of about 10 of the group in 
Houston, Tex., during 1951, Cane utilized that selling organization in 
the home-improvement field in various sections of the country. 

Cane operated on the “par system” for compensating salesmen. 
His peculiar technique of operation was to move into an area where a 
local dealer had arranged to distribute a product lending itself to this 
type of operation, most frequently siding, and to arrange with that 
dealer to sell the entire lot even before the wholesaler’s invoice for 
the product became due. They could and did “dynamite” a particular 
area in a short time. 

The “par” system was particularly adapted to encourage these 
frauds. The dealer would fix a price as ‘‘par’’ to the salesman. The 
salesman was free to sell the job at any price, above “par,” he chose. 
The difference between “par’’ and the sales price was the salesman’s 
commission. Most of the disreputable title 1 dealers subcontracted 
the actual work to contractors and were themselves merely brokers. 
It was not unusual to hear testimony of a job costing $300 from the 
contractor doing the work being listed at a “par” of $500 by the 
dealer and being sold by the salesman to a homeowner at $800 to 
$1,000. In many cases the salesman ''bribed" the homeowner by 
giving him as much as $200 in currency to sign the contract and then 
adding that amount to the so-called sales price. 
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Harry Nassan was another Chicago dealer operating on a grand 
scale, with a prior criminal record involving use of the mails to defraud. 
He entered the business in 1946 as the owner of Atlas Construction Co. 
Better business bureau and FHA files indicate à number of complaints 
against his operations. One of his salesmen, or “brokers” as he liked 
to call them, was Richard Vidaver who twice before this committee 
availed himself of the constitutional privilege against self-incrimina- 
tion when questioned about his title I home-repair activities. 

Jerome Brett was still another dealer witness, the subject of a long 
history of complaints to FHA, who from 1941 through 1952 was 
president of the Pioneer Home Improvement Co. in New Jersey. 
Homeowners testified before this committee as to the various abuses 
practiced upon them in connection with contracts of this company. 
Brett’s Pioneer Home Improvement Co. went bankrupt in 1952 and 
Brett himself testified that the cause of this bankruptey was the large 
number of complaints against his company in connection with his 
company’s sale of a defective paint product under FHA loans. 

Jack Wolfe, another possessor of a criminal record, during 1951 and 
1952 organized or held an interest in no less than five different home- 
improvement concerns in the Des Moines, Iowa, area. His testimony 
emphasized the “fly-by-night” nature of the operations of many of 
these dealers in that all five of these concerns opened their doors and 
then went out of business in a matter of months or perhaps at most a 
little more than a year. Wolfe admitted that many of his salesmen 
were of the unscrupulous or unethical group when he testified, in 
effect, that when he tried to operate in a legitimate manner his sales- 
men left him for greener pastures. 

Louis Garthson, onetime president of a concern known as Protexa- 
wall and an associate in Permawall, Inc., might be termed typical of 
the high-pressure-type salesmen who entered the home-improvement 
field. In 1951, while associated with Permawall, Garthson admittedly 
prepared the material or syllabus which was used by a *'school" con- 
ducted for training salesmen in the dynamiting type of high-pressure 
selling. The chart opposite page 484 of the hearings is an example 
of the material used at that school. Garthson admitted that he had 
previously been employed by an appliance store using the well-known 
and publicized “bait” type of selling and advertising. 

Lew Farrell of Des Moines, lowa, whose real name is Luigi Fratto, 
became a beer distributor in Des Moines beginning about 1938. 
Long rumored to have underworld and gambling connections, Farrell 
would admit only that he was connected with several home- 
improvement concerns. He denied knowing who were the owners 
and could not recall either who paid him or who worked for the firm. 
When asked what his duties were he replied that he just did not do 
very much. 

Floren Di Paglia, who at the time of his appearance before the 
committee as a witness was under conviction for bribing a Drake 
University basketball star, became active in the sale of aluminum 
siding under FHA title I loans beginning in 1949. He started his 
business in 1951. Di Paglia testified that his best business year in 
the sale of FHA-insured home improvements was the year 1951-52 
when he made approximately $100,000. 

Jack Chisik first entered the title I home-repair business in 1938, 
operating in the Detroit area. He was typical of the most undesirable 
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type of high-pressure salesmen. In 1952 the Michigan Corporation 
and Securities Commission suspended his contractor’s license as a 
result of unscrupulous sales practices. Chisik had been associated 
with at least six concerns doing business in FH A-insured home repairs 
and improvements. 

The Michigan Corporation and Securities Commission and the 
California Contractors License Board each suspended the licenses of 
a number of unscrupulous title I dealers in their respective States. 
These State agencies should not have been required to police an FHA 
program; and a more vigilant watch over the program should have 
resulted in FHA eliminating those dealers long before the State 
agencies were compelled to suspend their licenses. FHA officials in 
California in charge of the title I program testified that it was neces- 
sary to obtain concurrence from Washington before they could sus- 
pend the operations of a title I dealer and that it was generally 
difficult to get approval for such action. 

Cozy Homes, Inc., was engaged in the home-repair business under 
title I of the Housing Act in Detroit. During the committee’s hear- 
ings in that city we took possession of the books of this company and 
examined their transactions during a 14-month period. During that 
time gross sales of the company were $205,533 and the so-called sales- 
men received $101,017 as commissions. This company operated on 
a “par” basis and left the salesmen free to fix their own sales prices. 
The company’s “par” was apparently $104,516 on those sales and 
the salesmen’s commissions an almost equal amount. The salesmen 
received 49 percent of the total sales price, and their commissions 
added 97 percent to the *par" basis amount which the homeowner 
was required to pay. 

Enterprise Construction Co. was shown by the California testimony 
to have done the largest volume of business in that State in home- 
repair contracts under which homeowners were victimized. As its busi- 
ness grew many of its salesmen and supervisors left Enterprise to go 
into business for themselves. Enterprise was considered the training 
ground for this work and a substantial portion of those engaged in the 
business in California where looked upon as “alumni” of Enterprise. 

The testimony showed that products such as roofing, siding, and ex- 
terior painting were most commonly involved in victimizing the public. 
The various sales “pitches” such as the “model home pitch” were 
usually accompanied by extravagant and outrageous claims by the 
salesman as to the quality or longevity of the product. Product 
failure to live up to the salesmen’s claims was further aggravated by 
shoddy workmanship. 

Many dealers who were represented to the public by their salesmen 
as contractors with an organization and the know-how to do the job, 
did not, in fact, employ regular workmen, had no particular know- 
how, and were, in fact nothing but ‘‘fly by night’’ operators set up 
to sell a questionable product for a short time and then to move on 
to exploit a new community. It was common for such dealers, par- 
ticularly in the field of siding, to employ groups of itinerant ‘‘appli- 
cators" to perform the work of applying the product. Standards of 
workmanship were understandably a in such cases. After the dealer 
had obtained his money from the lending institution, complaints by 
the homeowner to remedy defective work were most often ignored. 
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The abuses practiced on the homeowners were fostered by the trade 
practices commonly engaged in by the unscrupulous dealers in dealing 
with the unscrupulous Steichen: Most of such dealer witnesses heard 
by this committee insisted that the salesmen were not their employees, 
but were “independent contractors.” Commonly such dealers would 
permit virtually anyone, without regard to qualifications or past 
criminal records, to solicit contracts Кы homeowners. The dealer 
supplied the “contractor,” or “canvassers” and ‘‘closers” as they refer 
to themselves, with blank FHA title I applications, blank promissory 
notes, blank completion certificates, and credit report forms. The 
arrangements comprehended that the salesman would obtain the 
contract and all the loan papers required to be signed by the home- 
owner. He then delivered the papers to the dealer and was paid his 
commission on the price for which the job was sold. 

Under the previously liberal rules of FHA, title I loans could be 
obtained to finance such “improvements” as patios and barbeque pits. 
The sharp title I operators took full advantage of these liberal rules 
to exploit the California market for patios and barbeque pits by using 
variations of the “model home” pitch. It is doubtful that the title I 
program was ever intended to encompass such things as patios, which 
most of the public would consider luxuries. 

One of the serious consequences of the sales practices engaged in by 
the home-improvement racketeers imposed a direct burden on the 
Government. Many victimized homeowners who had purchased 
home improvements they could not afford on the belief that they could 
pay for the work out of the “bonuses” they would receive from the use 
of their home as a “model” were later forced to default on their loans. 
Others realizing that they had been duped, angrily refused to pay. In 
many such instances, the lending institutions involved, who ofttimes 
contributed to the situation by accepting contracts from known sharp 
dealers, were covered on the defaults by the FHA insurance. In such 
cases, the Government was required to take over and attempt to col- 
lect the loans by direct suit against the homeowners. Witnesses have 
testified that United States attorneys over the country are today bur- 
dened by thousands of such suits. 

In Detroit title I home-improvement loans were obtained and the 
proceeds used for such purposes as the payment of a property settle- 
ment on divorce, vacations, the purchases of cars, television sets, and so 
forth. These cases involved a fraudulent representation by the home- 
owner in making an application for a loan that the money was to be 
used for a home improvement. Many of the people involved in these 
loans were induced to obtain the loans by people who had been or 
were racketeering dealers in title I home improvements. The pro- 
moters of those loans generally obtained a “cut” out of the proceeds 
of the fraudulent loans thus obtained by the homeowner. It is 
demonstrable that such schemes could not have flourished if the banks 
and lending institutions involved had exercised discretion similar to, 
if not as strict as, that they exercise in granting loans of their own 
non-Government-insured money. 

Title I was intended to make bank credit more readily available to 
small-home owners for needed repairs, but it was not intended to 
attract racketeering or to foster deplorable business practice by 
financial organizations. Detroit, Chicago, and Indianapolis testimon 
showed that in some situations, where completely fraudulent FH 
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title I loans were made, employees of lending institutions received 
bribes, payoffs, or gratuities for granting such loans. One Chicago 
witness, claiming personal knowledge of the unscrupulous dealer and 
salesmen practices in this field, stated that racketeering could not 
have flourished so widely had not these dealers had a ‘“clout’’— 
underworld term for '*connection"—in the banks to accept their 
contracts in the face of public complaints of sales fraud, product mis- 
representation, and unsatisfactory reputations. 

There are countless homeowners, victimized under this program, 
who ultimately paid their obligation for work they did not receive 
when assured that they had no legal defense to the obligation. In 
some cases witnesses testified that their property was in worse condition 
following the work supposedly done by the dealer than if no work had 
been done at all. Even in most of those cases honest homeowners 
paid their obligation when they learned that a legal liability had 
fraudulently been cast upon them, 

It is difficult to measure the losses to homeowners in this program. 
In many cases the homeowner paid as much as $900 for work that 
should not have cost more than $300. In other cases the homeowner 
may have paid $1,000 or $1,500 for work which was either worthless 
or worse than worthless in that it left the property in a greater state 
of disrepair than existed before the work was done. Due to the limi- 
tation of time and staff personnel, it was impossible for the committee 
to determine the total amount of money involved in these illegal 
practices. 

In concluding this discussion, we emphasize again that the dis- 
honest or fraudulent dealers and/or salesmen engaged in the home 
repair business constitute a very small segment of the total number 
of such dealers and salesmen. However, vigilance by the homeowner 
in checking the character and reputation of those with whom he 

roposed to do business will further help to eliminate those frauds. 

he insistence upon having bids from more than one dealer and a 
careful reading of all papers before they are signed will also give 
further protection to the homeowner. 

The following chart illustrates the overall activities under title I 
during the years 1934-53: 
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PART VII. GENERAL FINDINGS FROM THE INQUIRY 
Section A. Income Tax Impriications In FHA FRAUDS 


Federal income taxes were a substantial factor leading to the 
windfall profits disclosed by these hearings. Many builders appear 
to have been more concerned with the extent to which they might 
avoid payment of normal taxes on their gains than with the manner 
or the extent of their profits from these projects. Their basic concern 
appears to have been their profit on the project after the payment of 
Federal income taxes. 

The normal income taxes which most people are required to pay on 
the earnings from their labors would take a very considerable part of 
profits running to $3 million, $4 million, and even $5 million on a 
project taking ‘only 12 to 18 months to build. In most of the projects 
reviewed by the committee the builders adopted practices designed, 
we hope unsuccessfully, either to avoid entirely the payment of any 
income taxes, or to have their profits taxed as long-term capital gains 
at the 25 percent (now 26 percent) tax rate. 

The device generally adopted in their attempt to achieve a capital 
gain was substantially this: The sponsor of a section 608 project 
would either have the sponsoring corporation itself act as general 
contractor for the job, or enter into a contract on a “cost basis” with 
a construction company owned by the same interests. Upon the 
completion of the job there would remain in the sponsoring corporation 
cash representing the difference between the construction costs and 
the mortgage proceeds. "The sponsoring corporation (but not any 
of the individuals) was liable for the mortgage debt. The obligations 
of the corporation were not in excess of its book assets (the cost of 
construction and cash on hand). "That financial situation would not 
permit the payment of a dividend. 

The sponsors then would obtain an appraisal of the corporate 
property for an amount generally well in excess of the mortgage loan. 
Writing up the book value of the property to the amount of that 
appraisal created a corporate surplus that was used to justify the 
payment of a dividend. The cash funds of the corporation, repre- 
senting the excess mortgage proceeds over all the costs, were then dis- 
tributed to the promoters as a long-term capital gain. 

Not infrequently additional funds were available by which to 
increase the amount of that distribution. FHA allowed 18 months 
to complete a section 608 project. Payments on the FHA insured 
mortgage did not begin until 18 months after the start of construc- 
tion. Accordingly, if the project could be built in a shorter period of 
time there was what the builders called the “free-rent period" during 
which much of the rental income was available for distribution. This 
income, too, was distributed as long-term capital gains through the 
device discussed above. 

There was another means by which these capital gains distributions 
were further increased. Interest and taxes during construction are 
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generally considered to be a cost of construction. However, tax laws 
ermit these expenses to be charged against operating income. Since 

HA mortgage estimates included as costs interest and taxes during 
construction, by charging those expenses against operating income in 
the period after tenant occupancy additional funds became available 
for capital-gains distribution. For tax purposes most builders 
charged interest and taxes during construction as an operating 
expense; before this committee they all included those items as con- 
struction costs. 

In at least two cases the Internal Revenue Service issued rulings 
that such distributions were long-term capital gains. One of these 
rulings involved 1 of the 6 corporations in the Shirley-Duke apart- 
ments project in Alexandria, Va. On November 30, 1950, the Deputy 
Commissioner of Internal Revenue wrote the sponsor that since 
construction had been completed and all costs had been paid, funds 
transferred to the capital account and distributed to the shareholders 
would be taxable as a long-term capital gain. The present Com- 
missioner of Internal Revenue has reversed that determination. In 
a test case now pending before the Tax Court (George and Anna 
Gross, et al., v. the Commissioner of Internal Revenue) he contends 
that ‘‘windfall profits’’ of section 608 projects are subject to the 
payment of normal income taxes. 

he Commissioner of Internal Revenue has advised this committee 
that if he is successful in that test case, he intends to proceed against 
all similar cases. One of the incidents leading to this investigation 
was the report by the Commissioner to the President listing 1,149 
cases in which such windfall profits had been received and were dis- 
closed by the tax returns filed by the corporations. The Commis- 
sioner testified that he believed that there were several hundred 
additional cases to be added to that list. 
Glen Oaks Village 

The pending test case involves the profits of 11 Glen Oaks Village 
corporations that obtained FHA-insured mortgages of $24.4 million 
on a leasehold. Construction costs were about $4.3 million less than 
the mortgage proceeds. These corporations distributed to their stock- 
holders $4.6 million. It is that distribution which is the basis for the 

ending test case. The sponsors also obtained a mortgage on the 
and for $1.4 million more than they paid for the land. 

Two recent cases, Commissioner of Internal Revenue v. Fannie 
Hirshon Trust, decided by the Court of Appeals for the second Circuit 
Court, May 17, 1954, and Commissioner of Internal Revenue v. Estate 
of Ida S. Godley, decided by the Court of Appeals for the second Circuit, 
May 28, 1954, appear to support the position taken by the Commis- 
x with respect to the tax liability on the distribution of windfall 
profits. 


William J. and Alfred S. Levitt; Levittown 


The extent to which builderè went in making certain that such 
profits would not be subjected to normal income taxes is shown in 
the Levittown, N. Y., project. William J. and Alfred S. Levitt built 
approximately 18,000 houses in Levittown, N. Y.; 6,000 of these were 
single-family rental houses constructed under section 603 of the act. 
Cost figures are available only for 4,028 of those rental houses which 
were constructed by Beth-Page Realty Co., a corporation owned by 
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the Levitt brothers. The capital stock of Beth-Page Realty Co. was 
$50,000. The FHA insured mortgages were for $29,946,500. Total 
construction costs were $5.1 e less than the FHA insured 
mortgages. 

The Levitts’ objective appears to have been to withdraw that cash 
surplus from the corporation without liability for the payment of 
normal income taxes. The assets of Beth-Page after completion of 
those houses, were 4,025 dwellings and that $5.1 million in cash. 

The Levitt’s advisers conceived the idea of selling the Beth-Page 
stock to a charity which could purchase the stock with the cash funds 
of the corporation obtained by declaring a dividend. Efforts were 
made to locate a suitable charity. Junto, Inc., accepted the pro- 
posal. Junto was a charitable corporation engaged in adult educa- 
tion whose total assets at the time of this transaction were less than 
$2,000. 

With the aid of partial temporary (for a few days) financing from 
& cooperative bank, Junto purchased the Beth-Page stock from the 
Levitts for $5.1 million, declared itself a dividend of $5.1 million the 
very day of the purchase, and then paid the $5.1 million to the 
Levitts for the acquisition of the stock. As a charitable corporation, 
Junto took the position that the dividend to it was not taxable. The 
stock had been held for more than 6 months by the Levitts who 
therefore claimed a long-term capital gain on the proceeds from the 
sale. 

The Levitts undoubtedly could have sold the 4,028 houses for 
$5 million above the amounts of the respective mortgages. However, 
if $10 million had thus been available for distribution, but subject to nor- 
mal income taxes, the net return to the Levitt brothers after taxes 
would have been substantially less than the $3.8 million ($5.1 mil- 
lioa less 25 percent) that they received on the long-term capital gains 
through the courtesy of Junto. 


Shelby Construction Co. and Warner-Kanter Cos. 

The second tax pattern followed by section 608 builders was de- 
signed to avoid the payment of all taxes. Shelby Construction Co., 
the Warner-Kanter Cos., and Saul Silberman are illustrations of this 
technique, 

Paul Kapelow and Louis Leader incorporated Shelby Construction 
Co. in 1948 with a capital of $100,000. (Emile Bluestein originally 
owned 10 percent of the stock but they later bought him out for 
$315,000.) Kapelow and Leader created 11 corporations, known as 
the Parkchester group, which were wholly owned subsidiaries of 
Shelby. These corporations had no assets (perhaps a few hundred 
dollars each) other than the land on which the project was subse- 
quently built. Those 11 “paper” corporations obtained mortgage 
commitments from FHA in the amount of $10.8 million for the con- 
struction of a section 608 project in New Orleans. 

The Parkchester group corporations then entered into contracts 
with Shelby for the construction of the project for amounts which 
resulted in Shelby obtaining the entire mortgage proceeds. The cost 
of the project was substantially less than the mortgage proceeds. 
Shelby claims the windfall was $1.7 million; FHA says it was $3.4 
million; and our staff believes it to be about $2.5 million. The differ- 
ence in these figures results wholly from different views as to the 
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— of including as costs of construction such items as payments 
to the sponsors themselves, entertainment, and travel expenses. 

On completion of the buildings only the Parkchester group corpo- 
rations were liable for the repayment of the mortgage debt. But the 
excess mortgage proceeds were in the hands of Shelby which was not 
liable for the mortgage debt. The 11 companies and Shelby then 
filed a consolidated income-tax return which avoided the payment of 
any income tax on the “windfall profits” by treating the transactions 
as intracompany dealings. Thus the windfall profits were transferred 
to Shelby, not liable for the debt, without the payment of income 
taxes. The property soon got into difficulties and was virtually 
abandoned by the Kapelow interests. Shelby sold its stock in those 
11 companies to a group of New Yorkers for $5,000 cash and an 
additional $110,000 to be paid over a period of time (presumably out lof 
rental income). The property has since defaulted and is now in the 
process of foreclosure by the Government. 

Kapelow and Leader have had full use of these funds without 
paying taxes on that income. Shelby has never paid any dividends, 
and salaries to Kapelow and Leader have been modest, but very 
substantial sums have been loaned by the parties. At the inception 
of this project, Kapelow and Leader presented financial statements 
showing each was worth $300,000. They used these “windfall” funds 
to finance other projects and 4 years later their financial statement 
showed each to be worth $3% million. Had normal income taxes 
been paid by these businessmen on the earnings of their labors it 
would not have been possible for them, after the payment of their 


taxes, to have accumulated that wealth in so short a period of time. 

The Warner-Kanter Cos. in Cincinnati utilized the same device to 
have the benefits of the use of funds representing the profits of their 
venture without paying income taxes on those profits. 


Saul Silberman 

In many similar cases the promoters have loaned large sums of 
money to themselves, sometimes at no interest, sometimes at one-half 
of 1 percent interest, and sometimes at. 1 percent interest. Since 
interest is itself a tax deduction, the payment of such interest on 
loans would not in a normal lifetime ever equal the capital gains 
taxes required to be paid on such profits. Saul Silberman, a former 
FHA employee, adopted this practice in Uplands Apartments, Inc. 
There was a $1 million “windfall” in that project which ended up 
in the construction corporation. By filing a consolidated income-tax 
return it paid no tax on that gain. The funds were then in part 
loaned, at minimum interest rates, to the promoters and more than 
$500,000 was advanced to rehabilitate a racetrack owned by Silber- 
man. 

In another case, a dentist turned builder, Dr. Dewey S. Gottlieb, 
used such tax-free funds to buy a string of racehorses and a cruiser 
on which to entertain jockeys. 

In these cases the promoters have had every useful enjoyment of 
the windfalls resulting from their Government-financed projects, and 
the Government has received no taxes whatever on those “profits.” 

A third tax abuse, perhaps not limited to section 608 projects, was 
charging as construction costs expenditures not properly a part of the 
cost of construction. The only case in which the committee made any 
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attempt to audit the books of a sponsor was in the Woodner proper- 
ties. General Accounting Office auditors found that Woodner had 
included as construction costs $87,000 in detective fees connected 
with his divorce litigation, about $50,000 in lawyers fees concerning 
his marital problems, the expense of a trip to Nassau to recuperate 
from the strain of those marital difficulties, and a number of other 
equally improper charges. 

Morris Cafritz 

The Cafritz Parklands Manor project illustrates still another in- 
come-tax device. Most fathers cherish the hope of being able to 
create an estate for their children. Paying normal income taxes on 
one’s earnings, and gift taxes on funds given to children, makes this 
a rather difficult objective. Morris Cafritz, Washington, D. C., 
builder, found a solution to that problem. In the early 1940’s Cafritz 
acquired a 100-acre tract of land in the southeast quadrant of the Dis- 
trict of Columbia. In 1946 Cafritz transferred this land to Parklands, 
Inc. whose stock he held in trust for his three sons. The corporation 
had no liabilities and its only asset was the land. In a gift-tax return 
he valued the land at $69,000. Cafritz testified that the Internal 
Revenue Service subsequently raised the value of this land, he thought 
the increased valuation might have been $3,000 or $3,500 an acre but 
he was not certain. 

The next step was for Parklands, Inc. to transfer 20 acres of the 
tract to a wholly owned subsidiary, Parklands Manor, Inc., which 
had nominal capital stock. Parklands Manor, Inc., then applied for 
and received an FHA insured mortgage under section 608 for $4.2 
million. The land which had cost Cafritz $690 an acre was valued 
in this application at $20,000 an acre and was ultimately valued by 
FHA at $21,000 an acre. 

Actual construction of the project was by Banks & Lee, Inc., Wash- 
ington builders, although Cafritz himself was in the building business. 
The total construction costs of the project were $550,000 less than the 
mortgage proceeds. 

Those “windfall profits’ were then used to finance other real- 
estate projects owned in trust for the Cafritz children. The Park- 
lands Manor, Inc. balance sheet for December 31, 1953, showed loans 
to such affiliated corporations, at one-half of 1 percent interest, in 
the amount of $630,000. Through this manner a shopping center, 
Parklands Shopping Center, Inc., and several other similarly owned 
housing projects have been constructed. Those properties have a 
cost of $7.2 million. Outstanding mortgages will at current rent 
levels be repaid from rental income. There will be no income taxes 
due the Federal Government on the rental income used to pay off 
the mortgages. In the absence of adverse economic conditions, the 
Cafritz children will ultimately own, free and clear, properties having 
a cost of $7.2 million and which were constructed out of a gift by 
Cafritz of land costing him $69,000. No gift taxes will be payable 
beyond those applicable to the gift of the land, and no income taxes 
will be paid except to the extent that rental income from the property 
exceeds all costs of operation including the repayment of the principal 
amount of the mortgage (payable out of depreciation funds). 
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SECTION B. DISTRIBUTION BY TIME AND AREA OF SECTION 608 
MORTGAGES 


The application of the rental housing program of FHA during 
different periods of its administration, and in different sections of 
the country, presents some interesting statistical information reflect- 
"e least indirectly, on the administration of the program. 

ew York, New Jersey, Maryland, and Virginia were the principal 
beneficiaries of the section 608 program. In proportion to their popu- 
lation, Illinois, Ohio, Michigan, and Massachusetts appear to have 
received the minimum number of new dwelling units from this pro- 
gram. A total of 465,000 new dwelling units were built in 7,045 
projects under section 608 of the Housing Act. New York, with 
9 percent of the population, received 18.4 percent of the units built 
under this program; New Jersey, with 3 percent population, received 
11 percent of the units; Maryland, with 1.5 percent of the population, 
had 7.3 percent of the units; and Virginia, with 2 percent of the popu- 
lation, had 6.4 percent of the units. Most of the Virginia projects 
were in the northern part of the State in what is generally considered 
a part of the metropolitan area of the District of Columbia. 

On the other hand, Ohio, with 5 percent of the population, received 
only 3.5 percent of the units built under section 608; Illinois, with 
5.5 percent of the population, had 3.6 percent of the units; Michigan, 
with 4 percent of the population, received only 1.6 percent of the 
units; and Massachusetts, with almost 3 percent of the population, 
received only 0.7 percent of the units. Significantly, the committee 
found the greatest volume of “mortgaging out” and other irregularities 
in New York, New Jersey, Maryland, and to a lesser extent Virginia. 
And we found a minimum of these irregularities in Ohio, Illinois, 
Michigan, and Massachusetts. (This statement does not ignore that 
there were irregularities in those States to some extent, particularly 
Ohio and Michigan.) 

Tables I and II, on pages 70 and 71; show graphically the percent- 
ages of mortgages insured under section 608 by States, in the years 
1942 through 1953, based respectively on the percentage distribu- 
tion of the total dwelling units and the percentage distribution of 
the total amount of mortgage. 


SUMMARY OF COMMITTEE'S INVESTIGATION OF SECTION 608 PROJECTS 


This committee had neither time nor the staff facilities available to 
permit an inquiry into all the 7,045 projects financed with mortgage 
insurance under section 608 of the act. We sought to inquire, however, 
into all those projects in which information coming to the committee 
from any source indicated that there might be irregularities. 

This committee inquired into over 600 section 608 projects in 
executive session. Of these public testimony was taken with respect 
to 543 projects. In 437 of these projects the mortgage proceeds ex- 
ceeded 100 percent of all costs, while in the remaining 106 cases the 
costs exceeded the mortgage proceeds. In no case was the mortgage 
less than 90 percent of the actual costs. 

. The 437 projects scrutinized by the committee in public hearings 
in which the mortgages exceeded total costs involved mortgage pro- 
ceeds totaling $590,118,276 (the face amount of the mortgage plus any 
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premiums received by the mortgagor and less any discounts paid by 
the mortgagor). 

The mortgage proceeds in these 437 cases exceeded the total costs 
of the projects, including every disbursement to any person for any- 
thing, by $75,824,239. The total costs were thus 12.7 percent less than 
the mortgage proceeds. The statute provided for mortgages not to 
exceed 90 percent of the estimated costs and FHA mortgages were 
not more than 90 percent of its estimate of the cost of the project. 
On the average, therefore, the actual costs in these 437 cases were 
21.6 percent less than the FHA Commissioner’s estimated costs. 

These figures are subject to possible correction in two respects: 
(1) The costs given are the builders own statements of their total 
costs. The very few cases in which we have checked costs lead to 
the conclusion that at least some builders padded their costs to some 
degree. Actual costs are undoubtedly lower, but the extent to which 
that was a prevalent practice and the amount by which such costs 
may have been padded is unknown to the committee. (2) In many, 
but by no means all, of these cases the sponsor was himself a builder 
and did not pay himself a builder’s fee. In estimating costs FHA 
allowed a builder’s fee of 5 percent even though the owner was him- 
self the builder. This factor would reduce the spread between esti- 
mated costs and actual costs by something less than 5 percent. 
However, builders’ fees were considered as a part of the equity to be 
furnished over and above the 90 percent Government-insured mort- 
gage. <A builder’s fee could cover part of the estimated cost between 
the 90 percent mortgage and 100 percent of the estimated cost. As 
shown above, however, the mortgage proceeds in these cases averaged 
12.7 percent in excess of all costs in these projects. 

The 106 cases in which the mortgage proceeds were less than total 
costs, involved mortgage proceeds of $148,422,451. The total costs 
in excess of those mortgage proceeds were $6,876,645, or but 4.6 per- 
cent of the mortgages. Averaging the entire 543 cases, the total 
mortgage proceeds of $738,540,727 were 9.3 percent in excess of total 
costs. On the average, the actual costs in these 543 cases were 18,4 
percent less than the FHA Commissioner estimated costs. 

Table III on page 75 shows by States the number of projects, 
mortgage proceeds, and excess or deficiency of mortgage proceeds over 
costs, for the projects inquired into by the committee. Table IV on 
page 77 breaks down the excess of mortgage proceeds over total 
costs by years. 

TIME DISTRIBUTION OF WINDFALLS 


The 437 projects inquired into by the committee showed total wind- 
falls, the excess of mortgage proceeds over all costs, in 1946 of only 
$12,523 in 1947 of $525,616, and in 1948 $2,166,369. In 1949 these 
windfalls jumped to $18,774,176 and were in excess of $20 million in 
each of the years 1950 and 1951. These windfalls were almost $10 mil- 
lion in 1952, and in excess of $3 million in 1953. The section 608 
program ended in 1950. The years stated are those in which the 
projects were completed and the costs became known. 

Significantly, in the period of the greatest housing need, 1946 
through 1948, there were the smallest windfalls. The largest windfalls 
occurred after Congress had found that the program could be termi- 
nated, in 1950 through 1952. One factor accounting for the increase 
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in windfalls in the later years is that there appears to have been a 
decline in material prices, following the postwar shortage of materials, 
of which FHA was apparently not cognizant. Many builders were 
apparently able to purchase materials at substantially lower costs 
than those used by FHA in computing their estimates of cost. But 
the Congress had provided by the 1947 amendment to the Housing 
Act that all FHA estimates should be as close as possible to the 
“actual costs of efficient building operations.” 


MORTGAGE DEFAULTS 


On May 31, 1954 the FHA was the owner of 137 projects with 
7,336 mortgage units which it was required to take over because of 
defaults by the mortgagors. And by that date it had been compelled 
to acquire mortgage notes from the holders of an additional 113 
projects with 8,644 units because of defaults by the mortgagors. 
The mortgages in these 250 projects originally totaled $117 million, 
and the Commissioner's present investment in those projects 15 
$114.8 million. In addition the FHA had taken over an additional 
41 projects with 2,870 rental units which it had been able to sell by 
May 31, 1954. The Commissioner’s investment in these 41 projects 
was $13,971,829. The total sales price was $13,018,941, resulting in 
a loss to the Government on those 41 projects of $952,888. This loss 
is approximately 7 percent of the face amount of those mortgages. 
It is not possible to estimate the FHA total loss on the remaining 
projects because it is not possible to know the price at which they 
can be sold. FHA has estimated that one $3.9 million mortgage on a 
me in nearby Virginia (Lewis Gardens), on which the sponsor 

ad a $970,000 windfall, will result in a loss to the FHA of between 
$700,000 and $2 million. 

Most of the mortgages insured by FHA under the section 608 
program have more than 25 years to run to maturity. The extent to 
which those properties may be adequate security for the mortgages will 
depend in large part on the extent to which the owners maintain the 
properties. This is a matter over which FHA has but little effective 
control. It is just not possible to forecast what may be the Govern- 
ment’s ultimate liability on these mortgages except to say that it is 
potentially a substantial liability. 

There are now outstanding mortgages under the section 608 program 
with unpaid balances of $3,014,076,394. The potential liability of the 
Government as guarantor of those mortgages may be seriously affected 
by the fact that in a great many cases the owner of the property has 
no investment in the project. Some projects were apparently built 
with the view to making a quick profit from the mortgage proceeds, 
and not with the view to obtaining long-term rental income. 

It is likely that some of these projects will just not last the 30 years 
over which the mortgage is payable. Many of the projects in which the 
owner has the smallest investment are large properties with in excess 
of 1,000 and 2,000 apartments. There is the dangerous possibility 
that some of these properties may ultimately become slum areas. 
When the owner of property has made no investment, and his objective 
is to obtain the greatest short-term gain from the property without 
regard to the long-term maintenance and preservation of a property, 
those conditions exist that frequently result in creating slums. 
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Table V, on page 79, shows the number of projects, the amount of 
the mortgages, and the Government's investment, by States, in those 
defaulted projects. 

The largest number of defaults occurred in Louisiana in spite of 
the fact that only 1.5 percent of the total number of mortgages issued 
under section 608 were in that State. Forty projects w ith 2,279 units 
and mortgages of $19 million defaulted in Louisiana. This is more than 
30 percent of the total number of units constructed in Louisiana 
under section 608, and more than 35 percent of the dollar amount 
of the mortgage commitments issued in Louisiana. To date the 
Commissioner has sold but one of the projects taken over in Louisiana. 

In the publie hearings at New Orleans, the local FHA officials were 
asked to account for this high ratio of defaults. Their explanation 
was that multifamily housing units were forced upon the community, 
by FHA in Washington, and that the community was not ready to 
accept and did not want that type of dwelling unit. They told the 
committee that traditionally people in that area had lived in single- 
family homes, duplexes, and quadruplexes. The people did not want 
multifamily residential units and many of the projects taken over by 
the Government on default had an occupancy of less than 25 percent. 
Over the years that the Government has managed those properties it 
has slowly built up occupancy to a satisfactory level. 

An even larger number of defaults, but involving total mortgages 
in a smaller dollar amount, occurred in Florida. Forty-three mort- 
gages covering 2,330 units and with FHA mortgages of $16.2 million 
have defaulted in Florida. This is 22.7 percent of the mortgages 
issued in Florida. 

Other States in which there have been substantial defaults are: 
Virginia, South Carolina, Oklahoma, and Arkansas. New York, 
which had 20.9 percent of the total dollar amount of mortgages 
issued under the section 608 program, has had only 8 defaults on 
mortgages of $9.5 million. 

The tables referred to above follow: 
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TABLE I 


PROJECT MORTGAGES INSURED UNDER SECTION 608, BY STATES 
I942 THROUGH 1953 


PERCENTAGE DISTRIBUTION BASED ON NUMBER OF DWELLING UNITS 
OF UNITS O 5 
[NEW YORK [ 85,807 
NEW JERSEY — | 51,451 
MARYLAND — | 34,2! 
| VIRGINIA | 29,700 
| CALIFORNIA 21,575 
PENNSYLVANIA | 19,474 
TEXAS [19,432 
DISTRICT OF COL.| 19,037 
GEORGIA | 18,882 
ILLINOIS [| 17,012 
Онто — [16,207 
| FLoRioa 10,669 
ALABAMA | 10,275 
MISSOURI ] 9,439 
N.CAROLINA | 9,107 
MICHIGAN 7,211 


[LOUISIANA — | 7,07! 
[TENNESSEE | 6,915 


WASHINGTON | 6,569 [14% |} 


S.CAROLINA | 6,329 
INDIANA _ 6,065 
OREGON 5,155 


MINNESOTA | 5,037 
PUERTO RICO | 4,947 
WISCONSIN | 3,828 


DELAWARE — | 377! 
KANSAS 3,243 


MASSACHUSETTS! 3,166 
CONNECTICUT | 3,013 


OKLAHOMA | 2,974 
ALASKA — 2,357 
KENTUCKY | 2,247 
[COLORADO | 1,896 
MISSISSIPPI | 1,852 
NEBRASKA 1,786 
iowa’ | 59 
ARIZONA  — 947 


“ 


ais 
"je 


ARKANSAS | 932 
МАМАШ . 850 
DS. e __ 737 
МАМЕ . | w 688 
IDAHO A ———— 
NEW MEXICO | 277 
$.DAKOTA — | 258 
M | U.S. TOTAL 465,680 UNITS = 100.0% 
J 29 
WEST VIRGINIA | 209 
VERMONT 137 | 
MONTANA — | — !35 | 
WYOMING a | 


N. DAKOTA 43 я 
10 5 


THOUSANDS OF UNITS 
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TABLE II 


PROJECT MORTGAGES INSURED UNDER SECTION 608, BY STATES 
I942 THROUGH !953 


PERCENTAGE DISTRIBUTION BASED ON AMOUNT OF MORTGAGE 


[NEW YORK |$719,913 
[NEW JERSEY | 383,445 
| MARYLAND 241,832 
VIRGINIA 204,418 
156,863 
CALIFORNIA | 148,74! 
[ILLINOIS | 138,056 
OISTRICTOFCOL | 135,367 
| GEORGIA 130,110 
ГТЕХА$ 129,607 
Fan a 1 17,742 
[ missouri 71,994 
| FLORIOA . 71,088 
l'ALABAMA 62,410 
| MICHIGAN | 54,756 
| LOUISIANA | 54,091 
| N. CAROLINA $3,381 
| WASHINGTON | 
| INDIANA 
| MINNESOTA 
| TENNESSEE 
IS CAROLINA 
OREGON 
WISCONSIN 
| DELAWARE 
[PUERTO RICO 
| ALASKA | 
| MASSACHUSETTS | 
| CONNECTICUT 
[ransas 1 
| OKLAHOMA 
KENTUCKY 
COLORADO 
IT 
NEBRASKA 
MISSISSIPPI 
[ARKANSAS 
| ARIZONA 
| UTAH 
| HAWAII 
ARO 
| MAINE 
| NEW MEXICO 
$. DAKOTA | 
| NEW HAMPSHIRE | . | 
| NEVADA | 1,576 | о U.S, TOTAL $ 3,439,678,928 * 100.0% 
| WEST VIRGINIA | 1,5621 
| RHODE ISLAND | 1,518 || 
[VERMONT | nire |) 
NONTANA | aoi] | 
WYOMING 40! | 
N DAKOTA | 267| EI e — 
0 100 
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FHA INVESTIGATION 81 


SEecrioN C. Tug Miurmany HovsiNaG PROGRAM 


Section 803 of the National Housing Act, commonly known as the 
Wherry Act, relates to Government financing of multifamily resi- 
dential units at military installations. Mortgages amounting to 
$596.2 million on 236 projects containing 74,085 units have been 
insured under this section of the act. It is substantially like the 
provisions of section 608 and was continued after the expiration of 
section 608 to encourage still badly needed rental housing for military 
personnel. This program differs ‘from the section 608 program pri- 
marily in that a certificate is required from the military before the 
FHA can issue its mortgage commitment. The military approves, 
and in many instances initially drafts, the plans and spec sifications for 
these projects. The jurisdiction of FHA is limited largely to re- 
viewing the judgment of the military before issuing its commitment. 

Virtually all of the projects built under this program are on Govern- 
ment-owned land and E at nominal rentals under long-term 
leases. The early projects under this program were generally on a 
negotiated basis. "The most recent projects have been awarded upon 
competitive bidding, but we find that the award has not always gone 
to the low bidder. 

Most of the abuses inherent in the section 608 program have also 
been found in the military housing program, Effective June 30, 
1953, the Congress amended the act to require cost certification on 
completion of the project and a reduction of the mortgage by the 
amount in excess of 100 percent of the costs. One builder has testified 
before us that he did not regard this provision applicable to commit- 
ments issued prior to June 30, 1953, and that he intended to “mortgage 


out" on a project now under construction. Of course, on complet tion 
of the project the Commissioner does not have to endorse the mor tgage 
(without which the Government guaranty is not effective) unless 
satisfied that there has been full compliance with the statute. 


Section D. Lawyers APPEARING BEFORE THE COMMITTEE 


The conduct of some of the attorneys appearing before this com- 
mittee has not been conducive to that standard of truth and justice 
which the lawyers have and must advocate. Specific reference is 
made to the following: 

Arthur M. Chaite was formerly an attorney for the Federal Housing 
Administration. In recent years he represented the Ian W oodner 
interests which were involved before the Federal Housing Adminis- 
tration in projects with almost $50 million of mortgages. Chaite 
was one of five former FHA people employed by Woodner. He 
testified that he had received fees totaling $66,000 from the Woodner 
interests. But an examination of canceled checks of the Woodner Co. 
disclosed canceled checks, either payable to the order of Chaite or 
payable to cash and endorsed by Ghaite, in amounts exceeding 
$155,000. When confronted with these checks Chaite identified an 
additional $10,000 of checks bearing his endorsement which he said 
were reimbursement for travel and other similar expenses and which 
were not reflected on his books. He also identified a check for $25,000 
which he said was given to him as agent to purchase real estate for 
Woodner. 
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There remained, however, checks aggregating more than $50,000 
which Chaite was unable to explain. Some of these checks were 
payable to cash, but most of them named Chaite as the payee. As 
to each check Chaite identified his signature as endorser of the check. 
In most cases the check had been cashed at the bank and currency 
delivered to the payee by the bank. Many of the checks were for 
exactly $5,000 each. 

Although identifying his signature on each check, Chaite said under 
oath that he had no recollection of whether he ever received the 
proceeds of any of those checks, who had received the proceeds of 
each of those checks, or the purposes for which any of the checks had 
been issued. His books do not reflect his receipt of the proceeds of 
any of those checks. 

Chaite had been employed at FHA during a period of time in 
which Clyde L. Powell was Assistant Commissioner in charge of 
projects such as those in which the Woodner interests were involved. 
Powell’s sometimes mysterious activities are discussed elsewhere in 
this report. The records of the Wardman Park Hotel, where Powell 
lived, show a number of telephone calls from Powell’s apartment to 
the home of Chaite, five of which were in 1953. When interrogated 
about these calls Chaite stated under oath that he could not recall 
whether Powell had ever telephoned him at his home or what any 
such call might have been about. It may be that Chaite merely 
has an extremely poor memory, but it does not appear that this mem- 
ber of the bar contributed to this committee’s search for truth and 
justice. It seems reasonable to assume that Chaite must have known 
more about that $50,000 than he was willing to tell this committee. 

George I. Marcus, an attorney from Hackensack, N. J., appeared 
before this committee as attorney for Sidney Sarner, a builder. 
Marcus approached the witness table with a bitter denunciation of 
this committee for revealing to the press testimony given by Sarner 
in executive session. He belligerently attacked the committee for 
newspaper articles written about his client. An examination of the 
newspaper articles showed on their face that they referred wholly to a 
statement released to the press by the Administrator of the Housing 
and Home Finance Agency, and that they did not refer to any infor- 
mation emanating from this committee. 

Marcus refused to permit his client to testify unless he was first 
permitted to make a statement. 

The culmination of Marcus’ attack on this committee came when 
he accused the chairman of this committee of ‘‘shooting off his mouth” 
about supposedly innocent builders. Following this tirade Marcus’ 
client, Sarner, took refuge behind the fifth amendment when interro- 
gated about the rental housing project of which he had been the 
principal owner and with respect to which Marcus had been his 
attorney and adviser from the inception. Marcus was then asked 
questions about the executive session, to which he repeatedly replied, 
“I refuse to answer." 

The committee later learned that Marcus was himself the sponsor 
of several section 608 projects. 

Daniel B. Maher, an attorney in the District of Columbia, accom- 
panied Clyde L. Powell in his three appearances before this committee. 
At the April 19, 1954 hearing, the first question asked Powell was, 
“How long have you been with the FHA?” He refused to answer the 
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uestion on the constitutional privilege against self-incrimination of 
the fifth amendment. The chairman then said: 
The witness does not have to answer unless he cares to. We certainly are not 
going to force you to do so. I will say this, that we were hopeful that you would 
able to assist us * * *, 
No further questions were asked of Powell and no criticism of his 
failure to testify was made. 

On leaving the hearing room Maher released to the press a state- 
ment, apparently prepared in advance of his appearance, that was in 
part as follows: 

Mr. Powell has been further advised [presumably by Maher] that the only 
legal basis upon which the Houses of Congress may exert investigatory power is 
in the aid of the legislative function. "That further, this power has been shame- 
fully abused, and is now being abused, by certain congressional committees. He 
has been further told that congressional committees, instead of confining them- 
selves to their proper function, have in effect constituted themselves as the 
grand inquest of the Nation, acting as informers, witnesses, prosecutors, judges, 
and juries; all of this under the guise of exercising a legislative function. 

Mr. Powell has been further advised that, in certain instances of unrestrained 
congressional inquiry, the reputations of honorable men have been destroyed; 
and that such men are without any legal redress whatsoever because of the 
absolute privileges of immunity from suit for slander which attaches to Members 
of Congress and witnesses before congressional committees. He has been further 
advised that to one like himself, who values his reputation, the injury from 
slanderous statements and unjust accusations, to which one appearing before a 
congressional committee is subjected, is immeasurably more disastrous than any 
punishment available to the Government when imposed by a court. 

Mr. Powell has been further advised that the only right which he may success- 
fully invoke before this committee is the right to refuse to testify against himself. 
That being his only recourse, he has been advised to invoke it. 

Protestations about Powell’s innocence and his reputation should 
be read in the light of the disclosures about his conduct recited under 
“Integrity of FHA employees.” 

On June 29, 1954, Powell again appeared before the committee 
accompanied by Maher. He was asked to explain the procedures 
for FHA commitments under section 608; he was asked whether he 
had intervened in certain specific projects for the benefit of certain 
named builders; and he was asked about his alleged criminal record. 
As to each question he refused to answer under the fifth amendment. 
The chairman then put into the record a report by the Federal Bureau 
of Investigation on Powell’s arrest record. Powell similarly declined 
to answer questions with respect to that FBI report. 

At the conclusion of that hearing Maher said: 

That on the occasion I originally appeared before this committee, and again 
today, may I state this in simple candor to each member of the committee, that 
I have appeared before many congressional committees, and never have I been 


treated with greater courtesy than I have before the Banking and Currency 
Committee. 


Nevertheless, on July 14, 1954, Maher filed a petition with the 
Secretary of the Senate asking that Congress— 
expel such members who have violated their oaths * * * by committing the 
acts heretofore set forth above. 
The acts therein set forth included detailed reference to disclosure 
of the FBI arrest record of Powell. The petition, signed by Maher 
and not by Powell, contained an affidavit by Maher that he merely 
“verily believed the statements therein to be true.” The petition 
therefore cannot be said to be a sworn petition. The petition denied 
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many allegations in the FBI arrest record of Powell, but with every 
opportunity to do so Powell has refused to challenge under oath any 
statement in the FBI record. 

It has been common practice for generations to include in the record 
of congressional hearings reports such as an FBI record. For many 

urposes such governmental reports are even considered by courts of 
aw where the rules of evidence are more severe than before congres- 
sional committees. Yet Maher’s petition accused members of this 
committee of violating their oaths, in the conduct of the committee’s 
investigation with respect to Powell, and specifically asked that 
members, presumably meaning the chairman, be expelled from the 
Senate for including in this record that FBI report on Powell; although 
Powell has not contradicted or disputed its statements. 

Samuel E. Neel is general counsel of the Mortgage Bankers Associa- 
tion. This association includes among its members a large portion 
of the Nation's mortgage bankers who finance residential construction. 
During the course of its investigation of section 608 projects, on 
June 17, 1954, the Federal Housing Administration sent à question- 
naire to each sponsor of such a project asking detailed information 
about the project, particularly the actual costs of construction. 

On June 24, 1954, Neel sent a memorandum to every member of the 
Mortgage Bankers Association the obvious purpose of which was to 
suggest that the recipients of that questionnaire refuse to furnish the 
Government with information as to the cost of his Government- 
financed project. Attached to Neel’s memorandum was a letter 
which he said one member of that association had transmitted to 
FHA, refusing to answer the FHA questionnaire. And Neel sug- 
gested that others might care to follow a similar course. He has 
admitted also being one of the authors of that letter. The memoran- 
dum and the accompanying letter are printed in the hearings of the 
investigation at page 3498. 

Neel testified before the committee that neither the association nor 
any officer of the association had asked him to advise the membership 
whether they should, or were required to, answer the FHA question- 
naire. 

It is understandable how a lawyer, when asked for advice by his 
client, might reach the conclusion that it was in the best interests of 
that client not to furnish the Government with information it had 
requested. In this case, however, an attorney for a trade association 
of mortgage bankers, only one of whose members had presumably 
consulted the lawyer, suggested to the entire membership that they 
refuse to advise their Government how they had disbursed the Govern- 
ment-guaranteed funds that they had received. The result effected 
by that advice may be indicated by the fact that more than 3 months 
later only one-third of those to whom the questionnaires was sent had 
answered. 

Abraham Traub is a lawyer in Brooklyn, N. Y. He represented a 
substantial number of sponsors of section 608 projects. The FHA- 
guaranteed mortgages on these projects exceeded $106 million. In a 
period of 6 years Traub drew checks on his law firm to the order of 
cash in a total amount exceeding $1 million. In 1 year he charged 
$80,000 on the law firm income-tax return as a business expense under 
the heading, “Miscellaneous clients’ expenses.” Most of those items 
were represented by checks drawn to cash. The bookkeeper for his 
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firm testified that Traub frequently asked her to draw checks to cash 
in substantial amounts. The record showed these amounts were fre- 
quently $5,000, $10,000, $20,000, and even larger amounts. Checks, 
payable to the order of cash, would be signed by Traub and a clerk 
would be sent to the bank to obtain the currenc y. The bookkeeper 
testified that sometimes Traub told her the purpose for which the 
check was to be drawn, but on other occasions he would not so advise 
her, and in these instances she merely charged the disbursement to 
overhead. 

Traub also testified that he had borrowed a large sum of money, 
principally in cash, from a money lender now deceased. He testified 
that many of these cash payments were in repayment of that loan 
to the now deceased money lender. When it was shown that there 
were frequently two large cash payments in the same day, he replied 
that sometimes the money lender would come in in the morning for a 
payment and then come back again in the afternoon for another pay- 
ment. 

Apart from such of these sums as were allegedly paid to this money 
lender, and which Traub could not identify from the mass of cash pay- 
ments, Traub could not explain the nature, purpose, or recipient of 
any of those cash payments. The volume of the cash payments in 
relation to the total income of Traub and the total fees of his law firm 
was such that they were in no sense an insignificant factor. It is 
difficult, to say the least, to understand his inability—or refusal—to 
explain these transactions. 

George T. Grace is a lawyer practicing in New York City. He 
practiced with his brothers, Thomas, Patrick, and William under the 
firm name of Grace & Grace. In 1935 Thomas Grace was appointed 
FHA New York State director, a position he continued to hold until 
1952. Yet after his appointment to that full-time Government job his 
name still appeared on the stationery and on the door of the law firm 
of Grace & Grace. 

George Grace testified to receiving $291,000 in fees for handling 
some 64 projects at FHA, and to an additional $100,000 in other 
income connected with FHA matters. He also testified that during 
the period in which he received that money he paid $46,700 to his 
brother Thomas. In 2 years, while Thomas was State director, the 
brothers filed a partnership return showing him as an equal partner in 
the firm and distributing to him in each year $19,000 of partnership 
profits. 

George Grace kept at least two different sets of records, each of 
which was incomplete. Many fees received by George were never 
deposited in the firm bank account, never appeared on the firm 
books, and were deposited only in one of his personal checking 
accounts. On other occasions the fee was deposited in his personal 
account and at a subsequent date taken into the firm’s account either 
in whole or in part. The record does not indicate that either — 
or Thomas Grace testified fully or completely with respect to their 
many financial dealings in FHA matters. 

Marshall Diggs, a lawyer practicing in Washington, D. C., testified 
that several clients were brought to him by Richard McCormack 
(not a lawyer) in connection with rental housing projects under sec- 
tion 803 of the Housing Act. Diggs testified that he did not know what 
representations McCormack had made to those prospective clients to 
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obtain their representation. Each client was charged $5,000 for work 
presumably in connection with obtaining an FHA commitment. Diggs 
paid half of the fees to McCormack (although McCormack denied 
receiving the money as fees and claimed the payments were loans, 
presumably because he had failed to include them in his income-tax 
returns). None of these clients ever received an FHA commitment 
on any matter on which Diggs worked. 

The presence of counsel at a congressional hearing is to advise the 
witness of his rights and privileges. It is not that the lawyer may 
testify for his client or seek to change the course of the congressional 
inquiry. On occasions lawyers representing witnesses before the com- 
mittee have sought to do so. In one instance the lawyer sought to 
answer many of the questions asked his client. Once when he was 
advised that it was the answer of his client that was desired, he turned 
to the client and said, “Tell him * * *” The client replied, “I 
can't say that." 

The transcript reveals 1,386 lines of questions asked this witness 
and 282 lines of statements by the attorney that were not asked for 
or required. 

The attorney was not under oath and did not have personal 
knowledge of the facts, but he consistently insisted on answering 
questions for his client—which his client, who was sitting next to 
him, necessarily was in a better position to answer of his own personal 
knowledge. 

We do not otherwise identify this lawyer for it is clear that he 
participated in no personal wrongdoing and intended nothing im- 
proper. However, his conduct did necessarily impede the search for 


truth and justice by this committee and could well have caused 
members of this committee, or its staff to lose either their patience 
or their equilibrium. 


Section E. Tue Conpvuct or Tars INQUIRY 


It has been the purpose of this committee to conduct an impartial, 
thorough, and searching inquiry of the administration of the National 
Housing Act, but with full respect for the rights and privileges of 
every witness appearing before the committee. A set of rules for the 
conduct of the inquiry was adopted by the committee and adhered to 
with respect to every witness. These rules of procedure are: 


Resolved by the Committee on Banking and Currency of the United States 
Senate that the following rules governing the procedure of the committee are here- 
by adopted: 


1. A subcommittee of the committee may be authorized only by the action 
of a majority of the full committee. 

2. Unless the committee otherwise provides, one member shall constitute 
а quorum for the receipt of evidence, the swearing of witnesses, and the 
taking of testimony, and the chairman of the committee or subcommittee 
may issue subpenas. 

3. No investigation shall be initiated unless the Senate or the full com- 
mittee has specifically authorized such investigation. 

4. No hearing of the committee or a subcommittee shall be scheduled out- 
side of the District of Columbia except by the majority vote of the com- 
mittee or subcommittee. 

5. No confidential testimony taken or confidential material presented at 
an executive hearing of the committee or a subcommittee or any report of 
the proceedings of such an executive hearing shall be made public, either in 
whole or in part or by way of summary, unless authorized by the committee 
or subcommittee. 
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6. Any witness subpenaed to a public or executive hearing may be accom- 
panied by counsel of his own choosing who shall be permitted, while the wit- 
ness is testifying, to advise him of his legal rights. 

7. If the committee or a subcommittee is unable to meet because of the 
failure or inability of its chairman to call a meeting, or for any other reason, 
the next senior majority member of the committee or the subcommittee, who 
is able to act, shall call a meeting of the committee or the subcommittee 
within 15 days after the receipt by the Secretary of the Senate of a written 
request, stating the purpose of such a meeting, from a majority of the mem- 
bers of the committee or the subcommittee. 

8. Committee or subcommittee interrogation of witnesses shall be con- 
ducted only by members and staff personnel authorized by the chairman of 
the committee or subcommittee concerned. 

In the course of our hearings 9 witnesses, 3 of them former FHA 
officials, availed themselves of the constitutional privilege against self- 
incrimination. On each occasion the witness was advised that it was 
his privilege to decline to answer questions that might tend to in- 
criminate him. No witness was urged to testify when he expressed 
the opinion that by doing so he might thereby incriminate himself. 

While wholly respecting this constitutional privilege, the committee 
was nevertheless deeply disappointed when a Government official, who 
for almost 20 years had administered a housing program involving more 
than $8 billion of Government commitments, claimed the privilege of 
self-incrimination against all questions asked of him. Those questions 
which related specifically to his official conduct as Assistant FHA 
Commissioner. We do not question his legal or even his moral right 
to have done so; we merely express keen disappointment at a former 
high Government official having done so. Those who exercise a public 
trust, particularly over a long period of years and with respect to 
such large sums of money, owe the people who have been their em- 
ployer an accounting of their conduct. 

here was also testimony before this committee of 16 former FHA 
officials receiving money or property under circumstances shown by 
the testimony to appear to be in violation of the conflicts of interest 
laws and the corresponding regulations of FHA. 

We are grateful for the cooperation received from the executive 
departments concerned with this inquiry, particularly the Federal 
Housing Administration, Housing and Home Finance Agency, Inter- 
nal Revenue Service, and the Department of Justice; and to the 
General Accounting Office and the Federal Trade Commission for the 
valuable staff assistance they made available to the committee. 





PART VIII. SPECIFIC CASES ILLUSTRATIVE OF THIS 
INQUIRY 


Throughout the discussion in this report we have frequently re- 
ferred to particular cases as illustrative of specific practices. The 
Glen Oaks case, the largest single windfall in a section 608 project, 
and the Levitt. brothers (Levittown, N. Y.) case, the largest single 
windfall in a section 603 project, have been referred to in the income- 
tax discussion, 

In the paragraphs that follow, there are discussed specific aspects 
of pertinent cases that have not heretofore been considered, although 
the projects may have been discussed in other parts of the report. 


Section A. IAN WoopNER PROPERTIES 


Tan Woodner is an architect who utilized section 608 of the Housing 
Act to become a millionaire in the postwar period with apparent dis- 
regard of the statutory and regulatory limitations governing such 
projects. Woodner testified that at the end of World War II he was 
worth between $20,000 and $40,000. In the succeeding 5 years he 
built approximately $50 million worth of real-estate projects financed 
wholly by FHA. He used a multiplicity of corporations to achieve 
this purpose and pyramided his finances by moving assets from one 
corporation to another like checkers on a checkerboard. 

Shipley Park Corp. was his top holding company. However, it 
never assumed the obligation of any FHA mortgage. This liability 
was undertaken only by subsidiary corporations. At one time 
Woodner had 35 such subsidiary corporations, in 22 of which the only 
capital stock ever issued was in the amount of $1,000. In 7 others the 
common stock was $1,000. The total capital stock i. the $10 million 
Woodner “hotel” project in Washington was only $3,000. Woodner 
frequently utilized the device of purchasing land in his own name with 
funds of the corporation, then leasing the land to a subsidiary com- 
pany which obtained an FHA-insured mortgage on the leasehold, 
while he obtained a mortgage on the land for an amount in excess of 
its cost. 

Woodner built 24 section 608 projects in which the total mortgage 
proceeds (including the proceeds of mortgages on the land in leasehold 
cases) were $42 million and the total costs of the properties as shown 
by his books (including the cost of the land in each case) were $680,000 
less than the mortgage proceeds. A cursory examination of his books 
reveals hundreds of thousands of dollars of items improperly charged 
as costs. The true costs are no doubt several million dollars less than 
those shown on his books. 

An examination of Woodner’s accounts disclosed many checks 
issued to cash, and for which currency was obtained at the bank, but 
which Woodner could not explain. As noted elsewhere in this report 
more than $50,000 in checks to an ex-FHA employee, Arthur M. 
Chaite, were issued by the Woodner Co. Most of these checks were 
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to the order of cash and for round sums such as $5,000. Chaite’s 
endorsement appears on each check and the bank’s stamps indicate 
that someone received currency in that amount. Neither Woodner 
nor Chaite could recall who received those funds or for what purpose 
they were disbursed. 

Woodner retained no less than five former FHA employees. Many 
trails lead from Woodner to Powell, but the testimony discloses no 
funds actually paid to Powell by Woodner. 

The extent to which Woodner juggled funds is illustrated by the 
financial statements accompanying his applications for FHA-insured 
mortgages. In most of these applications Woodner’s wife, brother, 
and sister were listed as cosponsors. None of them had any sub- 
stantial assets but it was apparently necessary that their financial 
statements indicate to FHA that they were financially responsible 
people. Immediately prior to the dates of those financial statements 
Woodner would withdraw large sums of cash from the corporate bank 
accounts and cause them to be deposited in his own account and in 
those of his wife, brother, and sister. These bank deposits would then 
be shown as assets in their financial statements. 

Woodner was asked if these sums were gifts, loans, or payments, 
but he consistently refused to answer. His difficulty seemed to be 
that he could not call them payments for services or dividend dis- 
tributions because none of the funds were reflected in the recipient’s 
income-tax returns; and he could not call them loans because the 
alleged financial statements disclosed no corresponding liabilities. 
These funds then belonged to the corporation which at the time had 
many unpaid bills. Subsequently the funds were returned to the 
corporation. Woodner’s applications to FHA for mortgage commit- 
ments were not any more accurate than his financial statements. 

At the request of this committee, General Accounting Office audi- 
tors examined the books of the Woodner “hotel” project in Washing- 
ton, D. C. These auditors found disbursements of $285,000 for 
which the supporting data were missing from the files. Those dis- 
bursements included: $87,000 in fees for detective work in connection 
with Woodner’s divorce case; a total of about $50,000 to several law 
firms for legal services in connection with his marital problems; and 
$30,000 for alleged services by a former Member of Congress in con- 
nection with a project that did not exist and if ever contemplated 
never attained any stage of actual materiality. Many of the items 
included in those disbursements could not be identified by Woodner. 
One small item of $500 was for a watch “they” bought for Woodner. 

The General Accounting Office’s accountants found millions of 
dollars of transactions never reflected on Woodner’s books. Journal 
entries transferring several million dollars in accounts were made in 
New York by the firm’s auditors, Marshall Granger & Co., but never 
reflected on the Woodner books. One of these journal entries gave 
Woodner personally a credit of $281,184 for the return of an “advance” 
which in fact had been advanced by the corporation. Other entries 
included giving Woodner credit twice for the return of an advance of 
$117,000 which he presumably had once made. 

Since the end of the war the corporations had issued checks payable 
to Woodner in amounts totaling $1.4 million. But his salary was 
only $60,000 in that entire period, his profit and loss account showed 
a loss of $38,000, and no dividends were paid by the corporation. 
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The corporation also paid personal bills of Woodner in amounts 
totaling $342,716. Journal entries, most of which were reflected 
only in the auditors’ papers in New York and not on the books of 
the corporation, transferred more than $2.3 million between Woodner 
and the corporation. Finally, these entries gave Woodner credit 
for alleged expenditures of large sums of money for such purposes 
as “promotion.” They did not reveal, and Woodner claimed not to 
remember, who promoted what. 

When the section 608 program expired, Woodner moved over to 
military housing under section 803 of the act. He obtained commit- 
ments of $6.4 million for a rental housing project at Chanute Air 
Field, near Rantoul, Ill. Woodner’s sponsoring corporations entered 
into contracts with Woodner’s construction company for the con- 
struction of those buildings. The construction contracts required the 
construction company to complete the buildings for the contract 
price. 

It was customary for FHA to require a completion bond to insure 
the completion of such projects. On December 14, 1950, Max 
Woodner wrote the FHA director at Springfield, Ill., asking that he 
be permitted to give his personal performance bond. The letter 
concluded: 

After reconsideration, if you still feel that my financial status is not sufficiently 
clear to merit the acceptance of an indemnity agreement executed by myself, I 
would like to suggest that vou forward the matter to Mr. Clyde Powell, Assistant 
Commissioner for Rental Housing of the Federal Housing Administration, asking 
for assistance in reaching a decision satisfactory to both you and myself. 

Max was the brother of Woodner and a $75-a-week employee of 
Woodner’s company. He had no assets except such as Woodner 
would from time to time place in his name for the purpose of making 
alleged financial statements. 

On January 8, 1951, Powell overruled the local State director. 
Powell held Max inadequate as an indemnitor, but directed that the 
indemnity agreement be approved if Ian Woodner and his sister 
Beverly became additional guarantors. The assets of all the Wood- 
ners consisted largely of the assets in the construction company 
whose obligation to construct the buildings they were now guaran- 
teeing. 

Before the project was completed the separate corporations that 
Woodner had created for that purpose ran out of funds. Woodner 
urged the Air Force to loan him money to complete the projects, 
saying that if they did not do so there would be a 2-year delay in 
construction resulting from the necessity of an FHA foreclosure of the 
property. The Air Force then loaned the Woodner company $615,000 
with which to finish the project. Shortly after the project was 
finished that loan went into default. The Air Force has since taken 
over possession of the property and suit is now pending to recover the 
loan. Had Powell not waived the requirement for a proper indemnity 
bond this default would not have occurred. We have serious doubts 
of the authority of the Air Force to have made that loan and certainly 
Woodner’s construction company should not have been relieved of 
its liability to perform its contract. 

When the Chanute property became involved in financial difficulties 
the remaining available funds were placed in an escrow for payment 
of debts of the project. The General Accounting Office’s examination 
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of the Woodner books discloses four invoices approved by Woodner 
for payment, which were paid out of the escrow funds, and the pro- 
ceeds thereupon returned to Woodner by the recipients. These 4 
invoices were by his accountant, his insurance man, and 2 of his 
lawyers. The funds apparently thus siphoned out were approxi- 
mately $35,000. 

This committee did not get from Woodner all the facts with respect 
to the Woodner projects. The testimony does, however, show that 
many irregularities occurred. 


SECTION B. SHIRLEY-DUKE APARTMENTS 


The Shirley-Duke project in Arlington, Va., includes 2,113 rental 
units in 200 buildings. The project was one of the more fantastic 
frauds perpetrated under the section 608 program. Six corporations 
were involved. Each had a capital stock of $1,000. Don A. Loftus, 
who made fabulous profits in other section 608 projects, appears to 
have been the guiding genius in this project but it was denied that he 
had any financial interest in the project. 

The principal sponsors were Herman W. Hutman, Earl J. Preston, 
and Byron Gordon, Jr. Each placed himself on the payroll of one 
or more of the corporations at salaries of $20,000 each per year from 
the time the corporation was created. The only capital of the six 
corporations was $6,000. We find no indication that anyone other 
than Investors Diversified Services ever advanced any funds or fur- 
nished any additional capital for the construction of the project. 

FHA estimated the cost of the project at approximately $15.3 
million and insured a mortgage for $13.8 million. The actual cost 
was approximately $11.7 million, including a fee of almost $1 million 
to IDS for financing the project (in addition to interest paid to it on 
the funds from time to time loaned). In advance of filing the FHA 
application, IDS advanced $5,000 for an option on the land and it 
subsequently furnished the remaining funds necessary to purchase the 
land. This land was acquired for the sole purpose of constructing 
this FHA project. 

The contract between these sponsor corporations and IDS was 
never disclosed to FHA. Contrary to FHA regulations and the re- 
quirements of the act of Congress, that contract showed that the 
partie§ would build the project for substantially less than the proceeds 
of the FHA mortgage and that IDS would furnish all the funds 
necessary to finance the construction. 

The sponsors were repaid their $6,000 investment in a matter of 
weeks out of their salaries at the rate of $60,000 a year. On comple- 
tion of the project there was distributed to the sponsors dividends 
of $2.2 million on that stock for which they paid $6,000. That dis- 
tribution, in addition to the fees paid IDS, was part of the mortgage 
proceeds over and above the total costs of the project, including the 
land and interest on the funds advanced during construction. 

We have referred elsewhere in this report to the false statements in 
the application, the impropriety of the IDS contract, the extent to 
which FHA approved inflated rentals resulting from an appraisal 
almost 50 percent above actual costs, and finally, that FHA granted 
a rental increase after completion of the project. That rental increase 
was specifically approved by Powell. 
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Section C. PARKCHESTER—K APELOW 


Paul Kapelow and Louis Leader, brothers-in-law, entered the con- 
struction business in Memphis following World War II. In 1948 they 
migrated to New Orleans to climb aboard the section 608 bandwagon. 
Their entry into the field was financed by E. H. Crump & Sons of 
Memphis, Tenn., who supplied some of the money to purchase the 
land for their Parkchester development in New Orleans and who were 
paid $300,000 for their assistance in the financing of that project. 
This financial assistance was undertaken through a corporation 
expressly organized for that purpose under the name of Mississippi 
Valley Mortgage Co. with capital stock of $10,000. The Kapelow 
group subsequently bought that stock from the Crump group for 
$383,000, under circumstances giving the sellers a long-term capital 

ain. 

The Parkchester property, as noted elsewhere in this report, re- 
ceived an FHA insured mortgage of $10.8 million. Construction 
costs were somewhere between $1.7 million (the sponsors’ figure) and 
$3.5 million (the FHA figure) below the mortgage proceeds. After 
siphoning out the excess mortgage proceeds, the Kapelow group sold 
this $10.8 million property for $5,000 (subject to the mortgage) under 
a contract calling for additional payments over a period of time of 
$110,000. 

After collecting rentals of almost $1 million that buyer defaulted 
on the mortgage and the property is now being foreclosed. In their 
computations of costs the sponsors charged as “overhead” costs against 
this property approximately $700,000, ıncluding such items as enter- 
tainment, travel expense in very substantial figures, and salaries to 
themselves. 

The Kapelow group also sponsored other section 608 projects, in- 
cluding the Claiborne Towers project in New Orleans, a project in 
Natchez, Miss., in which their books show a windfall of $212,000, and 
a project in St. Louis in which their books reflect costs in excess of 
the mortgage commitment. In the 4-year period follow: ag their re- 
moval to New Orleans and their entry into the FHA program, the 
financial statements of Kapelow and Leader show an appreciation in 
their assets from $600,000 to $7 million. This was apparently achieved 
in such a manner that neither they nor the corporations paid income 
taxes on their gains. No dividends were paid on the stock of their 
construction company, Shelby Construction Co., which owned the 
stock interests in the affiliated corporations, and the salaries of Kape- 
low and Leader were very modest. Yet in that 1948 to 1952 period 
they found funds to buy out a third partner for $315,000 (whose 
original investment had been $10,000), for Kapelow to build a $354, 
000 home (actual cost to the construction company which built the 
home and charged it to Kapelow on its books), and to make invest- 
ments in other projects achieving them very substantial profits (in- 
cluding a shopping center in the Parkchester development which they 
still own). 
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SgcrioN D. FAnRAGUT GaAnRDENS—Kav-HinscH 


Farragut Gardens is a rental housing project of 2,496 units located 
in Brooklyn, N. Y. A great deal of mystery surrounds this project. 
The committee has never been able to learn all the facts about the 
matter. Morris Kavy was the principal promoter of the project. 
He was involved in an automobile accident shortly after the investi- 
gation began and the committee was advised by doctors that he 
would be unable to appear as a witness. Nathan Neitlich and Louis 
Failkoff were the auditors who presumably were acquainted with 
all of the costs of the project charged on the books of the project. 
The committee was advised by doctors that neither auditor was 
physically able to appear at public hearings. Abraham Traub was 
the attorney for these sponsors. As previously noted in this report, 
Traub was unable to identify the many transactions involving cash 
shown on his books to have exceeded a million dollars over a period of 
6 years. A number of those currency transactions which Traub could 
neither explain nor identify related to this project. 

Alexander P. Hirsch, Henry Hirsch, and Louis Benedict were 
associated with Kavy in this project. Each owned one-fourth of the 
stock of Nostrand Realty Corp. Nostrand purchased property in 
Brooklyn, on part of which this project was built, for a total of $1.6 
million. Subsequently they sold a part of the tract to the city of 
New York for $440,000 and another part to private buyers for 
$285,000. Their cost of the remaining portion of the tract, on which 
this project was built, was $875,000. Nostrand created five corpo- 
rations, each bearing the name Farragut Gardens, which received 
commitments from FHA for the projects described as Farragut 
Gardens No. 1 through 5. The FHA commitments were for $21.9 
million. These commitments were for buildings to be built on lease- 
holds owned by the five Farragut Gardens corporations. In con- 
nection with its mortgage commitment FHA valued the land, still 
owned by Nostrand, at $1.9 million. This valuation permitted the 
sponsors to obtain a conventional mortgage on the land of $1,732,400. 

The 5 Farragut corporations then entered into construction con- 
tracts with 5 corporations named, respectively, Reston Corp. Nos. 1 
through 5. Each Reston corporation built 1 of the Farragut 
buildings at cost plus a fee of $40,000. The mortgage proceeds 
exceeded total construction costs by $3.6 million. The cost of the 
land was the only investment made by the sponsors other than the 
capital stock in the five Reston corporations. (The capital stock of the 
five Farragut corporations was paid for by Nostrand.) The capital 
stock in each of the Farragut and Reston corporations was $1,000. 

After the return of their entire investment in the land, the pro- 
moters had a “profit” of about $700,000 from the proceeds of the 
mortgage covering the land. This money remains undistributed by 
Nostrand. They also have a “‘profit’’ of $200,000 in the five Reston 
corporations which also remains undistributed. They were prompt, 
however, to distribute to themselves $3.2 million from the Farragut 
corporations out of the excess mortgage funds after the payment of 
all their costs for the project. Presumably, this prompt distribution 
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resulted from the fact that the Farragut corporations alone were liable 
on the FHA insured mortgage debt. 

FHA estimated the cost of the AW at $24 million. George M. 
Halk, an appraiser for the Dry J Savings Bank, which owns 3 
of the 5 mortgages, testified that the bank’s appraisal of construction 
costs was $15.4 million. The sponsors claimed that the actual costs 
were $18.1 million but this committee has never been able to verify 
those costs. The FHA estimate was 50 percent in excess of the bank’s 
estimate of costs and 33 percent in excess of the sponsors’ claimed 
actual costs. 

A committee staff employee with considerable building inspection 
experience testified, after an examination of the project, that he 
doubted if the project would last the life of the mortgage. There 
was considerable evidence of poor and shoddy construction. The 
only principal from whom the committee was able to receive any 
testimony was Alexander P. Hirsch who knew almost nothing about 
the project except to concede that the total “windfall” exceeded $4 
million and that an excess of $3 million had actually been distributed 
to himself and his partners. 


Section E. Pack Manor—Muss, WINSTON, ET AL. 


The Page Manor housing project was among the first constructed 
under the section 803 military housing program. The enterprise 
was passed from hand to hand and proved profitable for everyone 
involved. The project was apparently conceived by two enterprising 
Washingtonians, William Ready, a former Army colonel, and Thurry 


Casey. They “brought” the idea for this housing project in Dayton, 
Ohio to Link Cowan, a Shawnee, Okla. builder. 
Cowan agreed to pay Ready 5 p of the net profits on any con- 


struction project they might build. Ready, in turn, made a private 
deal with Casey. An option was taken on land adjacent to Wright 
Field in Dayton which was exercised when it appeared that the project 
might be completed. 

Cowan applied to FHA for a commitment which was issued to him 
on December 8, 1950, covering insured mortgages of about $15 million. 
The project was to be built in four sections. There was a separate 
commitment for each section. These commitments were based on 
plans and specifications which Cowan had filed with FHA. After 
filing the applications but prior to the issuance of the FHA commit- 
ment, Cowan felt the need to associate himself with others who could 
assist in financing the project. He then took in as partners Clint 
Murchison, Jr. and John D. Murchison of Dallas, Tex. Cowan 
testified that his reason for bringing in the Murchison brothers was 
that— 

I had limits on my finances * * * I certainly did not know anything about 
housing, and in order to be able to carry on with the deal, it was necessary that 
I get a partner. 

Subsequently Cowan and Murchison, “analyzed the whole situa- 
tion; we figured we had a bad job and it would be impossible to go 
ahead with the thing,” and Murchison suggested they bring in David 
Muss whom he had met in San Antonio. 

Muss proved much more astute than Cowan or Murchison in pro- 
moting an FHA rental housing project. He formed Airway Construc- 
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tion Co. in which Cowan, the Murchison brothers, Muss, and Norman 
K. Winston (New York associate of Muss) each owned a one-fourth 
interest. The land which Cowan had bought for $65,000 was then 
sold to Airway for $165,000 (at least part of the increment was to re- 
imburse Cowan for his expenses.) 

Muss decided to “revamp” the entire picture. He filed amended 
applications with FHA and increased all of Cowan’s estimated costs. 
He even increased the estimate for the land. Cowan testified con- 
cerning the plans which FHA had already approved for his $15 million 
project, “that after learning what I have learned about rental housing, 
our plans weren’t any good and in a sense they were impractical.” 
Muss’ revised plans estimated the costs at more than $2 million above 
the estimated costs presented by Cowan and FHA issued an amended 
commitment to insure mortgages in the total amount of $17.3 million. 
Actual costs turned out to be very close to the original Cowan esti- 
mates. 

In spite of the substantial increase in the commitments, the plans 
prepared by Muss called for less expensive buildings. The Cowan 
plans were for a brick building with a gabled roof, while the Muss plans 
were for a stucco building with a flat roof. The savings accruing from 
these changes were at least in part offset, however, by the larger rooms 
provided for in the Muss plans. 

The increased estimate in costs in the Muss applications raised the 
architect’s fees by approximately 25 percent, increased legal expenses 
by 200 percent, increased the cost of utilities by 50 percent, and even 
increased the estimated cost of landscaping by 50 percent. In fact 
the architect’s fee actually paid was less than one-third of Cowan’s 
original estimate and only about 20 percent of the Muss estimate. To 
a lesser extent, this was also true of other costs, with the result that 
when the project was completed, there was not only no investment by 
the sponsors, but there was $908,000 of the mortgage funds available for 
distribution to the shareholders. Each stockholder then borrowed 
from the corporation approximately one-fourth that amount. Muss 
testified that the money was distributed as a loan rather than as a 
dividend because, “we have been waiting on a decision from the courts, 
the Tax Court, in cases like Gross-Morton’s.”’ 

Muss also introduced a multiplicity of corporations to the project. 
The construction was by Airway Construction Co. The project itself 
was owned by 4 corporations known as Page Manor, sections 1 through 
4, respectively. Each of those corporations was in turn owned by 
Page Manor Management Co., whose capital stock is $800. Each of 
the sponsors put up $200 for his one-fourth interest in that corporation. 

Cowan subsequently settled his “5 percent” contract with Ready 
by the payment of $37,000, out of which Ready paid $10,000 to Casey. 

Muss did not confine to the Page Manor project the abilities that 
permitted him to transfer what Cowan thought was a “hopeless” 
situation into a windfall of a million dollars. 

Muss, Winston, and others built four rental housing projects in San 
Antonio, Tex., at the Mitchell Air Force Base. The proceeds of those 
FHA insured mortgages were $13.3 million and exceeded the total 
costs of the project by $965,000. A separate corporation was formed 
for each of the four sections of the project. The first section was 
built under section 608 of the Housing Act. The remaining portions 
were built. under section 803 of the act. The common stock in each 
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of these corporations was $3,000, of which $1,550 was contributed 
ae itm, $1,000 by Muss, $300 by Louis H. Kaplan, and $150 by 
en Penn. Winston held half his interest as agent for a Swiss 
trust wanqa Mika Stiftung. The Swiss corporation contributed about 
$3,000 to the venture and received a windfall dividend distribution of 
$310,000. Manifestly Winston and Muss did not need those financial 
resources of the Swiss trust, and it is not claimed that this trust 
situated in Switzerland made any other contribution to the project. 

Winston, Muss, and Mika Stiftung promoted Northbridge Coopera- 
tive in New York City receiving an FHA mortgage commitment 
under section 213 of the act for $10.4 million. Before construction of 
the project had even started they sold their FHA commitment to 
other contractors for which they were paid $843,000. 

Muss and his associates are now engaged in a $14 million project 
at Limestone, Maine, under section 803 of the Housing Act. The 
project has not been completed but Muss testified that he expected 
the mortgage proceeds would exceed total costs. The capital stock 
of the corporation engaged in constructing that project is $10,000 and 
is owned by the Airway Co. The Airway Co., in turn, has capital 
stock of $10,000 of which 50 percent is owned. by Tecon C orp., 25 

ercent by Muc on, Inc., and 25 percent by First Garden Bay Manor, 

nc. The stock of Tecon is owned by the Murchison brothers. The 
stock of Mucon is owned by Muss and members of his family. The 
stock of First Garden Bay Manor is owned by Winston and members 
of his family. 

The Murchisons also constructed projects under sections 803 and 
903 in Texas, California, and Idaho with FHA mortgages of over 
$23 million. 

Winston, Muss, and Murchison have additional projects at Great 
Lakes, Ill. , involving FHA mortgages of $13 million. 

Winston, in association with friends and relatives, built 9 sec- 
tion 608 projects in the New York City area with aggregate FHA 
insured mortgage proceeds of $6.5 million. He enjoye windfalls in 
7 of the 9 projects. The net amount by which mortgage proceeds 
exceeded all costs in all of the projects was $655,000. 

This group received over $95 million of FHA insured mortgages, 
and to date have no investment in the projects they have completed, 
and have received substantial windfalls. 


Section F, Linwoop Parx—Sipney SARNER 


The Linwood Park section 608 housing project was owned by 13 
corporations, each of which had a capital stock of $1,000. Sidney 
Sarner and Ralph J. Solow each owned half the stock in those 
corporations. FHA insured mortgages on the project for $8.9 million. 
This was $2.5 million in excess of the total costs of the project. 

Sarner and Solow quarreled during the early stages of construction 
and Sarner bought out Solow’s interest for $1,200,000. This was half 
the ultimate windfall leading to the conclusion that well before 
construction was completed the parties knew the full extent of their 
ultimate windfall. 

The remaining funds in excess of the mortgage proceeds were used 
by Sarner to construct a shopping center’ which is not covered by 
the FHA mortgage. 
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When interrogated at a public hearing concerning this project, 
Sarner declined to answer any questions on the privilege of the fifth 
amendment against possible self-incrimination. 


SECTION G. CHARLES GLUECK—MrIp-CITY INVESTMENT C0. 


Charles Glueck was the principal stockholder and president of 
Mid-City Investment Co. of Gary, Ind. Mid-City was active as a 
mortgage broker for section 608 projects in Indiana and Glueck 
engaged in questionable business relations with then FHA State Direc- 
tor Earl Peters. 

In 1947 Peters promoted the construction of a section 608 project 
in Fort Wayne, Ind. Glueck was to put up $7,500 for one-third of 
the stock; Peters was to put up $7,500 for one-third of the stock; 
and Allen & Kelley, architects at Indianapolis, were to draw the plans 
and specifications for the other one-third of the stock. Allen & Kelley 
drew the plans but did not receive any stock and were not paid for 
their work. Glueck advanced $7,500 and was initially issued one-half 
the stock of the corporation. 

After the project was completed Glueck gave this stock to Peters. 
Glueck initially testified before the committee that Peters reimbursed 
him for the money that Glueck had advanced for this project. Sub- 
sequent investigation disclosed, however, that reimbursement to 
Glueck came, not from Peters, but from the proceeds of the mortgage 
premium. 

In March 1951 Glueck purchased approximately $6,000 of furniture 
for adjoining apartments that he and Peters were to occupy in Sher- 
wood Apartments, a section 608 project then being completed in 
Indianapolis. This furniture was delivered in the summer of 1951 
to the Peters and Glueck apartments respectively. On January 14, 
1952, Peters was fired by FHA for participation in the Fort Wayne 
project. The following day the furniture dealer was notified by 
Glueck’s office that Peters, and not Mid-City Investment Co., should 
be billed for the furniture delivered to the Peters apartment. 

Glueck did not confine his interest in FHA personnel to the State 
director. One winter Glueck, who was in Florida, was joined by his 
wife and Mr. and Mrs. James Swan. Swan was then an FHA official. 
Glueck testified that he did not know whether Mrs. Glueck paid for 
the transportation to Florida for the Swans, or whether it was paid for 
by Swan. But subsequently Glueck admitted that he had paid the 
expenses of Mr. and Mrs. Swan. 

Glueck’s FHA activities paid dividends. In addition to acting as 
mortgage broker in a great number of FHA projects in Indiana, he 
also appears to have “sold” commitments. Glueck purchased for 
$40,000 the land in Gary on which the Major Apartments project was 
built. He transferred that land to a corporation, obtained an FHA 
commitment for a section 608 project, then sold the stock in the 
corporation for $350,000. The corporation had no assets other than 
the land and the commitment. The transaction was actually ar- 
— before the application for a commitment was filed, but subject 
to Glueck being able to obtain the FHA commitment. 


In the Steel City Village project in re Glueck sold the land to a 
half of t 


section'608 project for $50,000 plus he stock in the sponsoring 
corporation. ‘This land was part of a substantially larger tract. which 
had cost Glueck $15,000. 
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The testimony of Glueck’s dealings on FHA matters was a story of 
concealment of the facts, sharp dealings, and the apparent use of 
influence to achieve big profits. 


Section H. Investors DIVERSIFIED SERVICES 


Investors Diversified Services financed a substantial number of 
FHA-insured projects. In five of these projects, however, Investors 
Diversified Services obtained from the sponsors a share of the profits, 
in addition to interest on its money loaned, in exchange for unusual 
“services” extended by IDS. 

In the Shirley-Duke case IDS furnished the funds with which the 
sponsors acquired the land and paid every other item of expense in 
connection with the construction of the project. The sponsors used 
none of their own furids. A contract between the sponsors and IDS 
that was never disclosed to FHA shows that prior to the filing of the 
FHA application it was understood by both the sponsors and by IDS 
that the cost of the project would not only be well below the sponsors’ 
estimate but also considerably below the FHA insured mortgage. 

The FHA applications were prepared in the IDS office under the 
guidance of an IDS local manager who ultimately received an interest 
ш the project. FHA regulations limited financing charges to 1 
percent, but IDS collected 6% percent in addition to a long-term 
management contract. It was claimed that the FHA regulations 
limiting financing charges were not applicable because FHA did not 
insure the construction advances but insured only the permanent 
mortgage on completion. However, the IDS contract shows that all 
of its advances were to be repaid out of the proceeds of the FHA 
insured loan. The contract even provided that IDS would be paid 
its $900,000 fee immediately upon the signing of the contract. It 
then loaned the sponsors the money with which to pay the fee and 
received not only repayment of that loan from the FHA mortgage, 
but also interest on the money it advanced for the payment of its 
own fee. IDS colluded with the sponsors of Shirley-Duke project to 
v the purposes of section 608 of the act and the regulations of 

In the Shirley-Duke project, IDS received a total of $1,184,684 in 
addition to interest on the funds it had advanced. On this sum, 
$889,990 was a “compensatory fee” for financing the project, $121,619 
was paid as settlement of a long-term management contract and 
$173,075 as the premium on the sale of the mortgage. IDS was so 
careful not to expose itself to any undue risk that it not only required 
an FHA commitment to insure the mortgage before it advanced any 
funds, but it also required a commitment from Federal National 
Mortgage Association to purchase the FHA-guaranteed mortgage. 

IDS similarly financed the Cleveland Parkway Gardens project 
in Cleveland, Ohio, the Carson Homes project in Los Angeles, Calif., 
the Lakewood Park project in Los үе Calif., and the Charleston 
Park project in Las Vegas, Nev. 

In the Parkway Gardens project, IDS received fees of $570,300. 
In the Lakewood Park project, IDS and a wholly owned subsidia 
received fees totaling $1,321,790. In the Carson Park project, IDS 
received fees of $1,490,010. The Charleston Park project has not 
been completed and the amount of its fees are not yet known. 
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In those four projects that have been completed, IDS has received 
approximately $4.5 million in fees for financing projects with FHA 
insured mortgages of $55 million (in addition to interest on its money). 
Repayment of its advances was virtually assured out of the proceeds 
of the FHA insured mortgages. The total FHA mortgages in which 
IDS participated exceeded $200 million. 


SECTION I. DR. DANIEL GEVINSON 


Dr. Daniel Gevinson was a practicing dentist in the District of 
Columbia until 1950. In 1947 he became aware of the advantages of 
section 608 of the Housing Act. He estimated his then net worth 
at $50,000. Six years later, he was the owner of all or a substantial 
interest in 6 section 608 projects with mortgages of $13.4 million. 
His personal assets were then $2 million. Gevinson had given up 
dentistry by 1950 for the more lucrative business of section 608 
housing. He was a frequent visitor to Powell and on at least one 
occasion Powell overruled local FHA officials to approve a project for 
Gevinson in Texas. 

On one project Gevinson gave stock to the son of the builder to 
persuade him to interest his father in financing the construction. In 
another project Gevinson received a $6,000 “kickback” from the 
contractor for giving him the job. 

Dr. Gevinson’s projects are in Texas; Washington, D. C.; Pennsyl- 
vania; and New York. 


Section J. Stone River Homes—Epwarp A. CARMACK 


Stone River Homes is a rental housing project at Smyrna, Tenn., 
constructed under section 803 of the Housing Act. It illustrates a 
promoter’s ability to acquire such a property with no investment. 

A group of local people, including Joseph W. Hart and Bolten 
McBride, purchased 384 acres of land adjacent to the Stewart Air 
Force Base for $60,000. Hart and McBride applied for a commit- 
ment from FHA for a rental housing project to be built on 120 acres 
of that tract. While the application was pending, Edward A. Carmack 
made arrangements to acquire for $319,000 the 120 acres proposed to 
be used for the project. He also acquired all the stock of Stone River 
Homes which had previously been created to sponsor such a project. 
FHA subsequently issued a commitment for $4.8 million. 

Carmack entered into an agreement with Shelby Construction Co., 
of New Orleans, under which Shelby agreed to purchase that 120 
acres of land for $319,000, donate the ae to the sponsoring corpora- 
tion, and build the project (including the payment of all fees, interest, 
and taxes) for the amount of the FHA mortgage commitment. Shelby 
also agreed to pay a penalty that ultimately amounted to $90,000 
for any delay in construction. Carmack received $20,000 of the 
penalty money and Hart and McBride received the remaining $70,000, 
although they then had no interest in the project. The $20,000 
received by Carmack was $12,000 in excess of all the expenses he had 
incurred in connection with the project. 

Shelby, for the amount of the mortgage commitment, bought the 
land, built the building, paid the FHA fees, the interest and taxes 
during construction. ә 
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When the project was completed, Carmack was the owner of a 
large rental housing project in which he had no investment and had 
never advanced any funds other than an estimated $8,000 for travel 
and miscellaneous similar expenses. Hart, McBride, and their 
associates in the land profited to the extent of $330,000. 

Air Force personnel residing in the project now pay rents deter- 
mined to be adequate to pay the interest and principal on the mort- 
gage. They were “requested” by the commanding officer of the base 
to move into and fill that project. 


Section K. SAMUEL RODMAN 


Samuel Rodman was the principal sponsor of Atlantic Gardens, a 
section 608 project in the District of Columbia. The project con- 
tained three sections. On one section of the project Rodman testified 
the mortgage proceeds exceeded total costs by “about $50,000 to 
$60,000." On a second section of the project he testified the mortgage 

roceeds exceeded the total costs by “probably another $75,000.” 

odman and his wife Bella had owned the land on which the project 
was built and made a substantial profit on the sale of the land to the 
sponsoring corporation. Rodman also testified that his wife was a 
stockholder in the section 608 corporation. Their total “‘profits’’ on 
the construction exceeded $300,000. 

Bella Rodman had claimed the privilege against self-incrimination 
when previously interrogated before the House Un-American Activi- 
ties Committee on her Communist Party activities. Rodman had 
similarly claimed that privilege with respect to questions asked him 
about Communist activities, but did deny membership in the party. 

Rodman was asked before this committee if he had ever contributed 
any of the funds made on those section 608 projects “to any so-called 
un-American activities organization of any kind in the United States." 
His attorney objected to the question. Later he was asked whether 
he had “‘ever contributed to any communistic organizations or causes.” 
His attorney again objected and Rodman answered, ‘‘Wouldn’t I be 
a fool not to use my constitutional rights to refuse to answer that?” 


Section L. ALLEY PARK HOMES 


The sponsors and stockholders in Alley Park Homes, Bayside, N. Y., 
are British subjects living in England. Capital stock of the corporate 
sponsors was $6,000. The project was built on a leasehold. The 
excess of mortgage proceeds over all costs was $322,000 which was 
distributed to British stockholders. 

The evidence shows that it was not necessary to be a builder to 
enjoy “windfall” profits. Doctors and lawyers also did so. 

n this case, it appeared that it was not even necessary to reside 
in the United States to enjoy such profits. 


Section M. Lewis GARDENS—FRANKLIN TRICE 


Lewis Gardens is a section 608 project in Henrico County, Va. 
Franklin Trice of Richmond, Va., was the principal sponsor of the 
project. Trice had purchased from the United States in July 1948 
a tract of 258 acres for $61,790. Fifty-four acres of that land, with 
a prorated cost of $13,987, were used in this section 608 housing 
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project. Trice’s application, filed 8 months later, valued this property 
at $349,000. FHA ultimately valued the property at $190,000. The 
FHA-insured mortgage was $3,884,400. The total costs of the proj- 
ect were $2;925,053 including a fee that Trice paid himself of $129,000. 
Excluding the Trice fee, the mortgage proceeds were $1,100,000 
more than the total costs. The excess mortgage proceeds were dis- 
tributed to the shareholders, a substantial part of it after the mortgage 
was in default. 

FHA is now the owner of the property and has estimated that it 
will lose between $700,000 and $2 million in the ultimate disposition 
of the property. 


SECTION N. ARLINGTON TOWERS—WALTER P. MCFARLAND 


Walter P. McFarland, a former restaurant operator, with no pre- 
vious building experience, is the principal sponsor of Arlington Towers, 
a rental housing project now being constructed under section 207 of 
the act. The total estimated cost of the project is in excess of $22 
million. The investment of McFarland and the other sponsors is 
$35,000, although section 207 provides for insured mortgages of not 
to exceed 80 percent of the value of the property. 

The project involves four sponsoring corporations to whom FHA- 
insured mortgage commitments totaled $16.5 million. Contracts 
were entered into between these 4 corporations and John McShain, 
Inc., builder, for the construction of the project for $15.7 million. 
These contracts were filed with FHA. However, another contract 
kept secret from FHA showed that the real cost of construction was 
$18 million. McShain had also guaranteed loans for the sponsors of 
the corporations in order to arrange for interim financing. The 
director of the FHA district office in Washington testified that he 
would not have approved the project had he known of the secret 
construction contract. 

The project is being built on a leasehold. The corporation owning 
the land has obtained a mortgage covering the land in the excess of 
the total cost. Upon completion of the project, the corporations will 
have debts exceeding $5 million not known to FHA and not permitted 
by FHA regulations. 

The project consists of luxury apartments renting for as high as 
$325 a month. The commitment was insured and the contract signed 
in 1953. 


SECTION O. MANHATTANTOWN PROJECT, NEW . YORK 


Title I of the Housing Act of 1949 makes provision for Federal 
contributions to local slum clearance projects. The program is 
administered by the Housing and Home Finence Agency, which is 
authorized to contribute two-thirds of the subsidy for the acquisition 
and clearing of a slum area. There are several of these projects 
underway in New York city. The city acquires the slum area at its 
fair market value. It then contracts for the sale of the property 
to the redeveloper at the fair value of the land less the estimated 
cost of demolishing the old dwellings. 

The Manhattantown slum-clearance project occupies a 6-block 
area in New York City. The city had purchased the land and build- 
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ings for $15,385,784 and had appraised the value of the land with the 
buildings removed at $4,157,370. Under the terms of the contract 
entered into by Manhattantown, Inc., with the city in May 1952, 
which became effective August 29, 1952, Manhattantown agreed to 
purchase the land for $3,108,711, being given a credit of approximately 
$1 million for the cost of demolition of the buildings then on the land. 
The Federal Government is obligated to pay two-thirds and the city 
of New York one-third of the $12,277,073 difference between the cost 
of the land and the sale price to Manhattantown. 

Manhattantown paid $1,087,350 of the purchase price in cash. 
The $2,019,361 balance is payable in 4 years, upon completion of the 

roject. The sponsor corporation manages the properties and col- 
ects the rents until the new buildings are constructed. It is per- 
mitted to retain, out of any profits that may accrue, a maximum risk 
fee of $300,000 a year for 3 years. This risk fee is payable only if the 
project is completed at the end of the 4-year period. 

The contract requires Manhattantown to demolish the old build- 
ings, relocate the tenants, and construct new buildings within 4 years. 
Over 2 years of that period has elapsed. No new buildings have been 
constructed and only one-sixth of the area has been cleared of the old 
buildings. According to the project schedules, the demolition work, 
except for a few commercial buildings, and the relocation of tenants 
was to have been completed by October 31, 1954. 

One of the contract requirements was that the company selected 
to manage the project and collect the rents was required to be approved 
by the city. John L. Hennessy & Co., an experienced real-estate 
firm, was submitted and approved as the management agent. Stock- 


holders of Manhattantown then subverted this requirement by setting 
up “John L. Hennessy Co., Manhattantown division,” an entirely 
different P as the management agent. John L. Hennessy 


and his son held only a 15-percent interest in this partnership. The 
remaining 85 percent was held by other stockholders of Manhattan- 
town. 

The management company receives 5 percent of the gross rents. 
The management company has only 2 employees and it pays Man- 
hattantown $1,000 à month to do much of the actual work. Yet it 
has paid out over $156,000 in profits and salaries to sponsors of the 
кше 

erman Builders is paid $25,000 a year to supervise the preliminary 
construction work until actual construction begins. This company 
occupies 1 desk in the office of Jack Ferman and has only 2 employees— 
Jack Ferman and his secretary, Lillian Ager. This company has 
already been paid $42,000. When actual construction begins, 
Ferman Builders will receive a maximum of $275,000 for supervising 
construction. Jack Ferman is president of Manhattantown. 

A partnership called Apartment Equipment Rentals was set up 
on December 16, 1952, to lease refrigerators and stoves in the project 
to Manhattantown. Manhattantown originally purchased the re- 
frigerators and stoves for $33,000, and then sold them to Apartment 
Equipment Rentals for $33,000. Upon the signing of the December 
16, 1952 contract, Apartment Equipment Rentals was paid $38,000 
as rent retroactive to September 1, 1952. 

Apartment Equipment Rentals continued in operation for a year 
and distributed over $126,000 to its partners, all of whom were stock- 
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holders of Manhattantown or their relatives. At the end of the year, 
the refrigerators and stoves were sold back to Manhattantown for 
$33,000. 

The record contains numerous other cases where stockholders and 
their relatives were paid varying sums of money for little or no work. 

The record indicates that the stockholders of Manhattantown 
found it profitable that there was delay in demolition. It also results 
in greater rental income from the properties. 

This was an unusual and fantastic pattern for the stockholders and 
their relatives to withdraw large sums of money from the project. 
There are 10 principal stockholders in the project: Samuel Caspert, 
Jack Ferman, John L. Hennessy, Nathan Silver, Sol Leistner, Maurice 
Millstein, Fred Landau, Robert Olnick, Charles Feibush, and M. Е. 
Kessler. Each of these stockholders sold part of his interest in the 
project to members of a syndicate of friends and relatives. A com- 
plete breakdown of how each stockholder, his relatives, and friends 
received $649,215 from the project in the past 2 years is shown in the 
table on the following pages: 
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The practice of misrepresenting the estimated architect’s and build- 
er’s fees in applications for FHA mortgage commitments was also 

racticed here. On December 18, 1953, Jack Ferman, representing 

anhattantown, filed an application for FHA mortgage insurance, 
under section 207 of the Housing Act, on the first building to be con- 
structed in the project. This application estimates the architect’s fees 
at 5 percent and estimated builder’s fees at 5 percent. These esti- 
mates were included in the application with full knowledge that 
M. E. Kessler had a contract to do the architectural work for a fee 
of 1% percent and that Ferman Builders had a contract to do the 
construction work for a fee of 1% percent. 

This application also estimated the value of the land at $15.21 a 
square foot. The city had valued the same land at $4.50 a square foot 
in selling the property to Manhattantown. On a comparable basis 
the entire project would have an estimated value of $14 million on the 
Manhattantown estimate compared with the $4 million purchase 

rice. 
И In May 1952, the same time that Manhattantown, Inc., entered 
into its slum-clearance contract with the city, the East River Housing 
Corp. entered into a similar contract to build the Corlears Hook 
project. That sponsoring corporation agreed to purchase the land 
for $1,049,000. It paid one-half the purchase price at that time and 
the remaining one-half 6 months later. 

Just as in the Manhattantown contract, the East River Housing 
Corp. was given 4 years to demolish the old buildings, relocate the 
tenants, and construct new housing. This corporation had completed 
demolition of all the area on which the new residential dwellings are 
to be constructed by the spring of 1954. Only 6 buildings remain 
on the fringe of the area where the parking facilities will ultimately 
be located. The construction of new buildings was started in Mareh 
1954, and all of the 4 new buildings are now in various stages of 
construction. 

Abraham E. Kazan, manager of the Corlears Hook project, testi- 
fied that FHA would not insure the mortgage on the new residential 
dwellings. The buildings will be built entirely with private financing 
because FHA had insisted that the costs of the project would be 
$7 million more than the sponsor corporation estimated its cost. 
Even though firm contracts had been entered into for most of the work, 
the FHA still insisted on its higher estimate of costs. The sponsor 
refused to accept the FHA commitment and thereupon obtained 
private financing for the project. 


COMMENT BY SENATORS FULBRIGHT, ROBERTSON, SPARKMAN, FREAR, 
DovGLaAs, AND LEHMAN 


While we recognize that it is difficult to reflect the full evidence in 
a report, we feel that a study of the hearings on particular cases might 
well justify conclusions other than those stated in the report. 

Therefore we cannot subscribe to all the conclusions reached in the 
individual case studies in parts VII and VIII. 





PART IX. CONCLUSIONS AND RECOMMENDATIONS 


The text of this report contains our conclusions with respect to each 
of the subjects discussed in connection with that discussion. It would 
normally be appropriate to recommend statutory changes to prevent 
repetition of the inequities here discussed. This committee has, 
however, made extensive amendments to the National Housing Act 
by the Housing Act of 1954. That act was adopted with some general 
knowledge of the frauds and inequities here discussed, although with- 
out any realization of the extent of those practices. 

The Housing Act of 1954 has now been in effect but a few months. 
It seems that further time should be given to see whether its provisions 


will cure the evils referred to in this report. We therefore make no 
recommendations for legislative changes at this time, but prefer to 
wait until we have had more experience with the 1954 act before 
recommending further or additional legislative changes. 

In order to properly analyze the effect of these amendments, we 
recommend that funds be made available to the committee to employ 
the personnel necessary to conduct a thorough study. 
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PART X. TABULATIONS 


The tabulation of projects listed below includes all sections 608 and 
803 (Wherry Act) projects examined in public hearings in which there 
were windfall profits. The projects are fisted alphabetically under the 
name of the principal sponsor or sponsors as designated in the caption. 
The amounts listed under the heading of “Windfall” represent the 
amount by which the proceeds of the mortgage insured by FHA ex- 
ceeded the actual costs of the project. On projects where the costs 
exceeded the amount of the mortgage proceeds, the amount of the 
difference is preceded by a minus sign (—) under the “Windfall” 
heading. 

Projects located on mortgaged leasehold land are indicated by 
*(L)". In such leasehold cases, the proceeds of the mortgage on the 
land are included in the mortgage proceeds, the land is included in the 
project costs, and the excess of the mortgage proceeds over all costs of 
the land are included in the windfall amount. Projects financed 
under section 803 are designated as such by footnotes. 


SECTIONS 608 AND 803 PROJECTS 


The following tabulations include all section 608 and 803 projects 
examined in public hearings having “windfall profits.’ 


BANKS PROJECTS 
Sponsor: W. S. Banks. 
Associates: jota W. Walton,! R. Webster Ross,! Howard Everhard,? and George Ford.? 


| Corporate | | Project mortgage x] 
capital | proceeds (includ- Total project | windfall 


Project X 
stock | ing premium) cost 


| 
| 
! 


| 


— — —— — — | — — — — — — — — س 


Huntington Apartments, Alexandria, Уз. $300 | 70, $495, 286 | $74, 714 
University City, Prince Georges у; | | | 
? 900 | 1 2, 522, 400 1 2, 326, 826 | 3 195, 575 


1, 200 | 3, 092, 400 | 2, 822, 112 | 


! Walton and Ross had an interest in University City. 
? Everhard and Ford had an interest in Huntington Apartments. 
! Combined figures for 3 project corporations. 


BART PROJECTS 
Sponsor: Harry Bart. 
Associate: Albert Stark.! 


| 
| Corporate | Project mortgage | m 
Project | capital | proceeds (includ- Total project 


stock | ing premium) cost | 
| Í 
Seton Heights, Baltimore, Md. | 52,00) $1, 540, 000 | $1, 537, 284 $2, 716 
Park Raven Apartments, Baltimore, Md. 27, 505 | 2. 041, 200 | 1, 942, 399 98, 807 
Drum Castle, Baltimore, Md ..| 120,000 | 2, 121, 600 | 1, 919, 411 202, 189 
Cross Country Manor, Baltimore, Md... 3. 100 | 3, 332, 800 | 3, 196, 172 | 136, 628 
Edgewood Manor Apartments, No. 1, | | | | 
Hartford, Md.?__. „еә 2. 500 | 2, 057. 400 | 1, 724, 650 | 332, 750 
Edgewood Manor Apartments, N^. | | 
WAS MÀS Lu ei errem mmn à ›. 500 | 2 456. 700 | 2. 242, 883 | 213. 817 


Windfall 


158,205 | 13, 549, 700 | 12. 562, 793 | 986, 907 





1 Stark had an interest in Seton Heights and Cross — pea 
3 Sec. 803 projects. 
*Land exchanged for capital stock. 
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BERNE PROJEOT 
Sponsor: Gustave M. Berne, 


| | 
Corporate | Project mortgage: 
Project capital | proceeds (includ- — 
stock ing premium) " 


Windfall 


Rockaway Crest, Far Rockaway, N. Y... 1 $3, 000 1 $16, 596, 321 ! $13, 712, 485 | 1 $2, 883, 836 
I 


! Combined figures for 3 project corporations. 


BONNER PROJECT 
Bponsor: Bertram F. Bonner. 


i — — cs — — 
| Corporate | Project mortgage | ^... 5 
Project | capita! | proceeds (includ- | Tene o | Windfall 
| stock ing premium) | oot | 
| 


Bon Haven Apartments, Richmond, Va..|  ! $3,000 1 $3, 995, 389 | 1 $3, 058, 045 | 1 $937, 344 
| | 


! Combined figures for 3 project corporations. 


BOWEN-SUNDY PROJECT 
Sponsors: William A, Bowen and James L. Sundy. 
Associate: P. H. Preston.! 


| ; | 
| Corporate | Project mortgage 


| SaN 
Project | capital proceeds (includ- | — ne Windfall 
stock | ing premium) | "06 





Nelson Apartment, Savanah, Ga { $1, 402, 000 $1, 100, 290 |. $301, 710 





1 1 One-third stock interest of P. H. Preston held in the name of William A. Bowen. The stock interest 
of these stockholders was sold prior to completion of building improvements. 


JOSEPH J. BRUNETTI PROJECTS 
—— mee Brunetti. 





| і 


Corporate | Project mortgage | 
Project capital proceeds (includ- | 
| stock ing premium) 


Total project | тла 
coat | Windfalle 





Brookchester, Inc., New Milford, N. J...| 1$10,000 | $11, 011, 207 1 $9, 940, 032 | 1 $1, 071, 175 
May brook Gardens, Maywood, N. K. 3 10, 000 2 3, 705, 978 | 2 3, 696, 283 | ? 9, 695 
Richfield Village, € lifton, N. J. | 3 8, 000 3 7, 627, 370 | $7, 491, 652 3 135, 718 
Rutherford Apartments, Rutherford, 
5, 000 1, 001, 000 957, 871 | 43, 129 
Van Ness Gi erdens, Pu "wood, N.J | 1, 000 758, 698 901, 908 | 143, 210 
Wright Village, Lodi, — 1, 000 „5 ‚157 ‚010 4, 012, 552 | 144, 458 
> 
35, 000 261, 263 | 27, 000, 298 | 1, 260, 965 
I 
| | 
1 Com bined figures for 10 project corporations, 
? Com bined figures for 6 project corporations. 
+ Combined figures for 8 project corporations. 


CAFRITZ PROJECT 


Sponsor: Morris Cafritz. 


| Corporate | | Project mortgage 
Project capital | proceeds (includ- 
stock | ing premium) 


Total project Windfall 
cost " 


Parklands Manor, Inc., Washington, D. C. 4 $15, 155 us| $3, 563, 000 $3, 011, 000 | $552, 000 
| 


56167—55——8 
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CARMACK PROJECT ` 
Sponsor: Edward A. Carmack. 
Associates: Joseph W. Hart, Bolten McBride, and Shelby Construction Co. 


r | ; 
Corporate | Project mortgage n 
Project capital | proceeds (includ- Тош Dioh ct Windfall 
stock ing premium) " 


| | 
Stone River Homes, Rutherford, Tenn.'. | $76, 400 | $4, 819, 000 | 





1 Sec. 803 project. 
CARNER PROJECT 


Sponsor: Jack Carner. 


| Corporate | Project mortgage | ^ ш 
Project | capital | proceeds (includ. | T°t#! Project 
stock | ing premium) 


Windfall 


cost 


Kingsway Gardens, Brooklyn, N. Y.....| $91,908 | $2,440,530 | — $1, 986, 384 | $454, 146 


COHEN PROJECTS 


Sponsor: Ben Cohen. 
Associate: Herman Cohen.! 


| 
| 


Total project ] ok Ë 
cost | Windfall 


Corporate | Project mortgage | 
Project capital . | proceeds (includ- 
stock | ing premium) 
| 


Monroe Park Apartments, Wilmington, | | | | 
К Ае u d ..| 2%6,000 , 296, 000 ? $4, 776,000 | 1 $520, 000 
Silver Hill Apartments, Suitland, Md...| 400 | 1, 496, 700 1, 376, 000 | 120, 700 
Highland Apartments, Gloucester, N. J. .| 1,000 | 2, 264, 000 2, 240,000 | 24, 000 
Penn Manor Apartments, Camden, N. J. 34,000 | 3 2, 465, 200 | 3 2,330, 000 | 3 135, 200 
Camp Allen Apartments (Wherry proj- | | 
ect), Norfolk, Va.. | 2, 412, 700 | 1, 961, 700 | 451, 000 
Howard Apartments, Portsmouth, Va.. | * 297, 200 * 276, 000 4 21, 200 
Lee Housing, Craddock, Va | 1, 194, 500 1, 060, 000 | 134, 500 
Riverdrive Apartments, Newport News, | | | 
Va... چ‎ E 52] | 1, 684, 000 1, 381, 000 | 303, 000 
River Point Apartments, Norfolk, Va. | 1, 710, 000 | 1, 585, 000 | 125, 000 
Benning Apartments, Washington, D. C. 1, 000 546, 600 | 567,600 | —21, 000 
Eastern Avenue Apartments, Washing- | 
318, ‚000 | 3 541, 000 | 3 560,000 | 3 —19, 000 


30,700 | 19, 907, 900 18, 113, 300 | 1, 794, 600 


! | 








! Herman Cohen has an interest in Penn Manor. 
2 Combined figures for 3 project corporations. 

! Combined figures for 4 project corporations. 

* Combined figures for 2 project corporations. 

5 Not available. 


DILLER-WEBER PROJECTS 


Sponsors: R. S. Diller, and Arthur B. Weber. 
Associates: Irving L. Kalsman,! Herman Kranz,? and David Salot.? 


| Corporate | Project sien 
Project capital | proceeds (includ- | — je Windfall 
| stock | ing premium) | = 
| | 
Baldwin Gardens Co, Los Angeles, Calif. | $1, 000 | $2, 288, 00 | $2, 061, 446 $227,154 
Wilshire-La Cienega Gardens, Los | | | 
Angeles, Calif | 39, 000 | 1, 937, 600 | l, 827, 211 110, 389 


Monte Bellc Gardens, Monte Bello, Calif. | 3 37, 000 3 540, 000 3 505, 000 | 3 35, 000 
Е о оаа о анс | 77, 000 4, 766, 200 | 4, 383, ве | 362, 543 


| | 


! Kalsman had an interest in Baldwin Gardens. 
? Kranz and Salot had an interest in Wilshire-La Cienega Gardens. 
! Combined figures for 10 project corporations. 
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DONOVAN PROJECTS 


Sponsor: Richard Donovan. 


Projects 


Skyway Homes, Inc., Rapid 
S, Dak.! ‘ 
Meadow Brook Manor, Minneapolis, 


PEED OSS 


1 Бес. 805 project. 


| | 
Corporate | Project mortgage 


City, | 


| Total project 


yroceeds (includ- 
r cost 


ing premium) | 
1 


capital | 
stock | 
| | * NC 


$172, 420 


86, 803 


| $3, 413, 
4, 634, 800 


8, 047, 800 | „788, 577 | 259, 223 


| 
| 
| 


EDWARDS-CORCORAN PROJECTS 


Sponsors: Wayne F. Edwards 
Associate: Edward A. Dwyer. 


Watson Boulevard Apartments, Roches- | 


ter, N. Y : à ian 
Chapel Courts, Hampton, Va 


! Not available. 
Sponsor; Samuel Firks. 


Project 


Holly Park Knolls, Englewood, Calif.. 
Astor Building Co., Los Angeles, Calif 
Barclay Building Co., Los Angeles, Calif 
Chase Building Co., Los Angeles, Calif 
Drake Building Co., Los Angeles, Calif 
Ellen Building Co., Los Angeles, Calif 
Franklin Building Co., Los Angeles, Calif 
Grant Building Co., Los Angeles, Calif 
Howe Building Co., Los Angeles, Calif 
Indiana Building Co., Los Angeles, Calif 
Jefferson Building Co., Los Angeles, Calif 
Kentucky Building Co., Los Angeles, 
Calif о Sh 
Lennox Building Co., Los Angeles, Calif 


Magna Building Co., Los Angeles, Calif.. 
Norse Building Co., Los Angeles, Calif... 


Olimpia Building Co., Los Angeles, Calif 
Prescott Building Co., Los Angeles, Calif 
Quincy Building Co., Los Angeles, Calif 
Raleigh Building Co., 
Saxon Building Co., Los Angeles, Calif 
F horne Building Co., Los Angeles, Calif 


University Building Co., Los Angeles, | 


Los Angeles, Calif. 


and Leonard R. Corcoran. 


Proje t mortgage 
| proceeds in lud- | 
ing premium 


Corporate 
capital 
stock | 


Total project 
eost 


| 


$319, 000 | 


| | 
$3, 000 | $340, 000 | 
(1) 128, 000 | 


| 144, 000 | 


16, 000 
3, 000 484, 000 | 447, 000 37, 000 


FIRKS PROJECTS 


Corporate 
capital 
stock 


Project mortgage 
proceeds includ- 


ing premium) 


Total project 


1,000 
5, 000 
5, 000 
5, 000 
5, 000 
5, 000 
5, 000 
5, 000 
5, 000 | 
5, 000 | 
5, 000 | 


5, 000 
5, 000 ; 
5, 000 | 134, 
5, 000 | 134, 
5, 000 | 134, 
5, 000 | 134, 
5, 000 | 145, 1 
5, 000 | 145, ١ | 38, | 6, 
| 
| 


PN NBs 


5, 000 158, 4, 524 
5, 000 145, : 7,076 
3,997 


152, 678 


5,000 | 158, 400 | 


5, 941, 000 | 


5, 788, 322 | 


106, 000 | 
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FISHER PROJECTS 


Sponsors: Martin Fisher, Larry Fisher, and Zachary Fisher. 
Associate: Jarco Bros.! 


Corporate | Project mortgage 
Project capital proceeds (includ- — 
stock ing premium) 


Windfall 


L Terrace A ments, Kew Gar- 
— М.Ү — ? $2, 499, 400 2 $2, 281, 000 3 $218, 400 


Bennett Arms, Inc., New York, N. Y.... 569, 000 534, 000 35, 000 


Woodbriar Manor, Jackson Heights, Long 
Island, N. Y 5, 037, 300 4, 063, 085 974, 215 


8, 105, 700 6, 878, 085 1, 227, 615 


1Jarco Bros. had an interest in Bennett Arms. 
1 Combined figures for 2 project corporations. 


GARVEY PROJECTS 
Sponsor: W. W. Garvey. 
Total project | P 
cost | Windfall 

ны ына Sih iii hal ھچ‎ 
Batten Apartments, Inc., Wichita, Kans. $52, 000 $1, 105, 000 $902, 567 $202, 433 
Fort Riley Apartments, Geary, Kans!... 49, 000 2, 931, 000 2, 809, 000 122, 000 
Parkwood Village, Wichita, Kans 48, 000 782, 500 680, 744 101, 756 


Total..... 4, 818, 500 | 4, 392, 311 | 


Corporate | Project mortgage | 
Project capital proceeds (includ- | 
stock ing premium) 


426, 189 


1 Sec. 803 project. 
GLASSMAN PROJECT 
Sponsor: Herbert Glassman. 


Corporate | Project mortgage | 
Project capital proceeds (includ- | 
stock ing premium) 


Total project rindê 
sa Windfall 


1 $5,075 1 $6, 249, 000 | 1 $5, 997, 898 1 $251, 102 


1 Combined figures for 3 project corporations. 


GORDON-PRESTON PROJECTS 


Sponsors: B. Gordon, Jr., E. J. Preston, and H. W. Hutman. 
Associates: Investors Diversified Services, E. M. Bros, Carl Budwesky, and Don A. Loftus. 


| Corporate | Project mortgage | m rs 
Project capital | proceeds (includ-| TOtal project 
stock ing premium) 


endi Windfall 


Shirley Duke Apartments, Section 1, 

Arlington, Va $2, 674, 000 $2, 199, 742 
Shirley Duke Apartments, 

Arlington, Va. 2, 598, 000 2, 266, 041 331, 959 
Shirley Duke Apartments, 

Arlington, Va 1, 840, 000 1, 540, 756 299, 244 
Shirley Duke Apartments, 

Arlington, Va 2, 390, 000 1, 976, 719 413, 281 
Shirley Duke Apartments, 

Arlington, Va 2, 288, 000 1, 937, 242 350, 758 
Shirley Duke Apartments, 

Arlington, Va 249, 883 


2, 119, 383 
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GOTTLIEB PROJECT 
Sponsor: Dr. Samuel D. Gottlieb. 
———— аана анар gena wass a 
Corporate | Project mortgage 
Project | capital proceeds (melird- 


| Total preject Windfall 
stock ing premium) | 
n | 


cost 


District Heights Apartments, "m | 
Heights, Md $3, 800 | 


— 





GROSS-MORTON PROJECT 


Sponsors: Alfred Gross, George M. Gross, and Lawrence Morton. 


D № 

| Corporate | Project mortgage | m ы 

Project | capital | proceeds (includ- | —— et | Windfall 
stock | ing premium) | vos | 


Glen Oaks Village, Bellerose, Long | | | | 
Island, N. Y. Б dide ! $90, 000 1 $26, 759,000 | 1$21, 740, 367 | ! $5,018, 633 (L) 


IC сые kusa for 11 project corporations. 


GUTERMAN-MASCIOLI PROJECT 


Sponsors: Julius Guterman, Samuel Guterman, and Joseph Mascioli. 


| Corporate | Project mortgage 
Project capital | proceeds (includ- 


| stock | ing premium) 


Total project | Windfall 


cost 
Great Neck Oaks, Great Neck, N. Y. 1 $30, 000 | 1 $5, 609, 439 | 1 $4, 620, 512 | 1 $1, 408, 927 (L) 


1 Combined figures for 3 project corporations. 


HAHN-KNOBLER PROJECTS 


Sponsors: William P. Hahn and Aaron B. Knobler. 





Corporate | Project mortgage | matat deet 
Project capital proceeds (includ- —— | Windfall 
stock | ing premium) 


WPH Apartments, Bayside, N. Y $5, 000 $1, 218, 078 $1, 025, 800 | $192, 278 
SHR Apartments, Bayside, N. Y | 5, 000 | 1, 989, 651 | 1, 447, 000 | 542, 651 
ABK Apartments, Bayside, N. Y ч 5, 000 | 897, 160 754, 456 | 142, 704 
W... u SS La an | 15, 000 | `4, 104,889 3, 227, 256 | _ 877, 633 


Í 


HESS-OLIVIERI PROJECTS 


Sponsors: Haskell Hess and Emilio Olivieri. 


| Corporate | Project mortgage | т 2 
Project | capital | proceeds (inelud- | Total project | Windfall 


| юз 
stock | ing premium) | cost | 


Alpine Apartments, Jackson Heights, 
М. У h : 


l 
$1, 887, 600 | $1,717, 600 | $170, 000 
1 1,159, 600 | 1 1, 055, 953 | 1 103, 647 
Iroquois Apartments, Hollis, N.Y 832, 000 | 636, 930 195, 070 
Jeffrey Gardens, Bayside, N. Y. 2, 357,755 | ? 2, 020, 056 2 337, 699 
Palo Alto Apartments, Hollis, М. У. 817, 650 | 708, 051 109, 599 

| 

Í 

| 


Е Imw ood Gardens, Queens, М.Ү 


pha oo 


Louden Gardens, Albany, N. Y....... b | 2, 716, 854 2, 765, 910 | —49, 056 


15, 000 | 9, 771, 459 8, 904, 500 | 866, 959 


| | 
1 Combined figures for 5 project corporations. 
? Combined figures for 2 project corporations. 
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KASKELL PROJECTS 
Sponsor: Alfred Kaskell. 


Corporate | Project mortgage 
Project capital proceeds (includ- | 
stock ing — | 


Total project r 
s Windfall 


—$104, 000 
30, 580 
—185, 200 
—232, 694 
—120, 800 
246, 900 
197, 198 


170, 500 
133, 500 


e^» 
A Mr i 
ee 


- 


2 ENE 


< 


Forest Hills Terrace, Bloomfield, N 
Howard Terrace, Forest Hills, N. Y 
Anita Terrace, Forest Hills, N. Y........ 
-— Gardens, No. 1, Forest Hills, 


Š 


Hunter Gardens, Flushing, N 

Churchill Manor, Kew Gardens, 1 N. 

Fleetwood, No. 1, Fleetwood, N. Y.. 

Fleetwood, No. 2, Fleetwood, N. Y 

Linden Grove Apartments, New Hyde 
Park, N. Y 

Dara Gardens, Flushing, N. Y 

Forest Hills Manor, Bloomfield, N. J.... 

Normandie Apartments, Newark, N. J.. 

"— Hills Apartments, Bloomfield, 


$ 3838 


- 9 - 
— — — — — 


— 


—24, 814 

341, 900 
—458, 492 
—151, 477 


—157, 000 


> 
= 
= 
> 


258 28888 $ 888 


pod jot ыы 


= ç 
38 
* 
"S 


|2 3388 83388 8 888 


34, 849, 122 | 


KAVY-HIRSH PROJECT 
Sponsors: Alex. P. Hirsh, Henry Hirsh, Louis Benedict, and Morris Kavy 


| Corporate | Project mortgage 
Project capital | proceeds (includ- 
| stock | ing premium) 


Farragut Gardens, Inc., Brooklyn, N. Y... ! $10, 000 | 1 $23, 721, 700 | 1$19, 093, 270 |1 $4, 628, 430 (Т,) 


Total project 'indf: 
cost Windfall 


1 Combined figures for 5 project corporations. 
KEELTY PROJECTS 


Sponsors: James J, Keelty, Jr., Mrs. James J. Keelty, Joseph S. Keelty, James Dorment, and Mrs. James 
Dorment. 


i i 
Corporate | Project mortgage | 
Project capital proceeds (includ- | 


Total project | Windfall 
stock ing premium) | | 


cost 
I 


— ——— | ——— — — — — — — — — — 


Rodgers Forge Apartments, No. 1, Balti- | | 

more, Md $3 $2, 106, 000 | $1, 691, 676 | $414, 324 
Rodgers Forge Apartments, No. 2, Balti- | 

шоге, Ма 3 2, 028, 800 1, 608, 528 528 | 420, 272 


834, 596 


KESSLER-ROSEN PROJECT 


Sponsors: Alex Kessler, Jean Van Dyke Kessler, Harry Rosen, and Joseph Pirozzi. 


| 
Corporate | Project mortgage | 
Project capital proceeds (includ- 
stock ing premium) 


Total project | 
cost 


Braddock Gardene Apartments, Inc., 
Queens Village, N. $1, 359, 125 $1, 040, 400 
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KLEIN PROJECTS 
Sponsor: Kalman Klein. 





'Total project | rs 
eost Windfall 


Corporate | Project mortgage 
Project «рм proceeds (includ- 
= stock ing premium) 
| 
| 


Langdale Corp., Bellerose, N. Y.. 1 $100, 000 1 $3, 119, 834 1 $2, 402, 203 1 $717, 631 
Austin Gardins, Forest Hills, N. Y. .....| 1, 000 | 1, 293, 963 1, 217, 549 76, 414 


101, 000 | 4, 413, 797 3, 619, 752 | 794, 045 





1 Combined figures for 2 project corporations. 


KNOTT PROJECTS 
Sponsors: Charles Knott, Martin Knott, and John Knott. 
Hie cii isl Bde iai —n 
| Corporate | Project mortgage 


| 

Project | capital | proceeds (includ- 
! | 
а 


А 
| Total project | — wwinatay 
cost | 


stock ing premium) 

| | 

Chesapeake Gardens, No. 1, Harford | p: | 
County, Md.!.. i ? $9, 000 | $3, 256 2, 794, 616 | 
Chesapeake Gardens, No. 2, Harford | | 
County, Md.!... i i | 9, 000 | 1, 587, 600 ‚ 332, 484 | 255, 116 
Chesapeake Gardens, No. 3, Harford | | 
Сопп&у, Ма.!....... анн аа an ‚ 242, 431 | 346, 369 


$461, 384 





18, 000 | 6, 432, 400 "| 5,369, 531 | 1, 062, 869 
| | 


! Sec. 803 project. 
3 Combined figure on projects 1 and 3. 


KRAUSS-ZAGER PROJECTS 


Sponsors: Max Krauss and Alexander Zager. 


| 

| Corporate | | Project mortgage 
capital proceeds (includ- | 
stock | ing premium, | 


Totel project | Windfall 


cost 


Project 


— ——— — — ————— — — — — — 


Midway, Gardens Apartments, Pasa- | ‚ 500 $338, 520 | $245, 000 $93, 520 

dena, Tex. 

Shepherd Gardens Apartments, Hous- | 27, 000 | 1, 482, 300 | 1, 098, 726 383, 574 
ton, Tex. 


"Teltl.oennescconun "^ | ‚500 | Re 820, 820 | 1, 343, 726 477, 004 


LEVITT PROJECT 


Sponsors: William J. Levitt and Alfred 8. Levitt. 


` 


1 | 
| Corporate | Project mortgage | 
| capital proceeds (includ- | 
| 


Total project | Windfall 
stock | ing premium) | 


» xG 
Project cost 


I 


Levittown, Long Island, N. Y.!..........| $29, 946, 500 | $24, 169, 000 | $5, 777, 500 
| | 


! Section 608 project. 
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LIPPMAN PROJECTS 
Sponsors: Leo A. Lippman and Maurice B. Lippman. 


Project capital | proceeds (includ- Windfall 


stock ing premium) 


— F n — —— — —— — 


Admiral Homes, Inc., Indianapolis, Ind.. $88, 400 $486, 000 $458, 030 $27, 970 
ме Apartments, Inc., Indianapo- 
lis, Ind 180, 000 1, 458, 000 1, 309, 751 148, 249 
Barrington Heights, Inc., Indianapolis, 
188, 000 1, 738, 200 1, 641, 459 96, 741 


weal Apartments, Inc., South 
, Ind 169, 000 1, 466, 100 1, 461, 791 4, 309 


70, 500 631, 800 624, 722 7, 078 
Commodore "Homes, Inc., — 


М 158, 750 972, 000 932, 836 39, 164 
Bids: Colfax “Apartments, Inc. ; “South 
Вепа, ша.... 20, 700 178, | 186, 313 8 113 
Frontenac Apartments, Inc., Indianapo-- | | 
lis, Ind 104, 000 | 761, 994 56, 106 
Granville Apartments, Inc., Indianapolis, | | 
Ind 46, 500 413, 100 | 373, 444 | 39, 656 
Kitley Corporation, Indianapolis, Ind. 84, 200 571, 700 | 545, 745 25, 955 
145, 630 8, 570 
561, 992 37, 408 


Corporate | Project mortgage | Total project 
cost 


Mincar Homes, Inc., Indianapolis, Ind... 16, 300 154, 200 
Norden Court, Inc., Indianapolis, Ind... 101, 500 599, 400 | 
Sherwood Apartments, Inc., Indianapo- 

lis, Ind... 98, 000 882, 900 818, 357 64, 543 
Shoreland Towers, Inc., Indianapolis, 

Ind 217, 000 , 838, 700 | , 768, 801 69, 899 
Webster Homes, Inc., Indianapolis, Ind.. 45, 600 275, 400 | 261, 364 14, 036 
West Arlington Homes, Inc., Indianapo- | 

В. =. 81, 500 | 471, 700 | 450, 922 20, 77 
Windermere Apartments, Inc., “Marion, 

nd 32, 000 283, 500 | 


[1 1,701, 950. | 13, 239, 000 | 


1 Of the total corporate capital stock, $24,180 was issued for cash, $768,700 was "— i for land, and $909,070 
was issued for a contract fee. 
LOFTUS PROJECT 
Sponsor: Don A. Loftus. 
Associates: D. E. Ryan, C. J. Ryan, Jack F. Chrysler, Webster R. Robinson, and Marshall Robinson. 


| IDE E BAL. 
Corporate | Project mortgage : 
Project capital | proceeds (incluq-| Total —- t | Windfall 
stock ing premium) cos 


Beverly. Manor, Columbus, Ohio 1 $8, 826, 400 , 1 $1, 135, 401 


1 Combined figures for 4 project corporations. 


MINKIN PROJECTS 
Sponsor: David Minkin. 


Corporate | Project mortgage 
Project capital | proceeds (includ- Total pronor Windfall 
stock ing premium) cos 


Riverview Terrace Corp., 

Long Island, N. Y $1, 400, 000 $1, 260, 000 
Pomonok Crest — Kew Gar- 

dens, Long Island, N. 1, 525, 000 1, 375, 000 
Franklin A A Inc., Yiushing, Long 

Island, N. Y 1, 100, 588 881, 365 


4, 025, 588 3, 516, 365 


MINTZ PROJECT 
Sponsor: Louis Mintz. 


Corporate | Project mortgage 
Project capital | proceeds (includ-| T°t#! ини Windfall 
stock ing premium) cos 


Билу Development, Inc., Brooklyn, 
$1, 288, 818 $1, 150, 398 
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MURCHISON PROJECTS 


Sponsors: Tecon Realty Corp, (Clint Murchison, Jr., and J. D. Murchison) and Centex Construction Co., 
(Tom Lively, Fletcher Lippert, and Ira Rupley). 


Corporate | Project mortgage 
Project capital proceeds (includ- TEM Windfall 
stock | ing premium) 


| 


Randolph Air Force Base, Bexar, Тек... 3 $10, 000 | 2 $5, 142, 100 | 3 $4, 572, 100 $570, 000 


1 Бес. 803 project. 
3 Combined figures for 2 project corporations. 


MUSS-SCHAFRAN PROJECTS 


Sponsors: Alexander Muss and Samuel Schafran.! 
Associates: Nathan Manilow ? and Jacob L. — ? 


Corporate | Project mortgage 
Project capital proceeds (includ- 
stock | ing premium) 


Total project 


nen Windfall 


Mitchell Manor 1, Nassau, М. Y.*........ $1, 000 | 2, 204, 398 $1, 971,644 $232, 754 
Mitchell Manor 2, Nassau, N. Y.*.. .| 1,000 | 3, 189, 400 2, 808, 542 | 380, 858 
Parkway Gardens, Brooklyn, N. Y......| 108, 913 | 1, 078, 200 952, 333 | 125, 867 
Yantacaw Village, Nutley, N. J....-- | (%) | 455, 000 == 

Boulevard Gardens, Bayonne, N. J. 241 88, 775 1, 675, 000 | 1, 536, 8 

Sunset Gardens, Nutley, N. J............] 29, 995 | 595, 750 676, ‚302 2 | 


— —— — | 329, 643 9, 197,748 | 8, 400, 67 


1 No interest in Yantacaw Village or Sunset Gardens. 
* Manilow had an interest in Yantacaw Village. 
з Rappaport had an interest in Mitchell Manors 1 and 2, and Parkway Gardens. 
* Sec. 803 project. 
è Not available. 
NEISLOSS-BRONSTEIN PROJECTS 


Sponsors: Benjamin Neisloss, Hərry Neisloss, and гетии Bronstein. 


| 
| с orporate | Project mortgage | m 3 ipsa d 
Project | capital | proceeds (includ- | миё роии | Windfall 
| stock | ing premium) | P | 
———————— t rper PIERDE | 
| | 
Brookside Gardens, Somerville, N. J | $30 $3, 168, 500 | $2, 642, 884 | $525, 616 
Oakland Gardens (Springfield), Queens, | | | | 
N. Y.. s] 30 | 4, 294, 800 3, 919, 039 375, 761 
Oakland Gardens (Hill), Queens, №. У..| 30 | 1, 983, , 800 | 1, 822, 727 | 161, 073 


9, 447, 100 | 8, 384, 650 | 1, 062, 450 


f 
Í | 


ORLIAN PROJECTS 
Sponsor: Israel Orlian. 


Corpors ate | [Р roject mortgage * | 
Project | capital proceeds (inelud- Total project | Windfall 


stock | ing premium) cost | 


Congress Gardens, Brooklyn, N. Ү.. | $989, 828 $751,671 | $238, 157 
Boulevard Gardens, Forest Hills, N. Y 2, 704, 592 2, 365, 850 | 338, 742 (L) 
Floral Park, North Bergen, N. J....... 2, 177, 500 | 2.029.411 | 148,089 
Floral Park, No. 2, North Bergen, N. J 883, 500 904, 978 | —21, 478 
755, 420 | 6, 051, 910 | 703, 510 


| 
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OSIAS PROJECTS 
Sponsor: Harry L. Osias. 


Corporate | Project.mortgage 
Project proceeds (includ- Total project 
ing premium) 


Jackson A ments. No. 1, Inc., Jack- 

son Heights 
Jackson Apartments, No. 2, Inc., Jack- 

son, Heights, N. Y 872, 870 719, 692 
Kew Gardens Apartments, Inc., Queens, 

NN. Y 1 9, 788, 425 18, 747, 588 


8, 246, 401 2, 477, 614 

8, 793, 500 2, 704, 245 

N.Y 4, 715, 898 3, 358, 318 
Kew Garden Hills Apartments, Inc., | | 
Queens, N. Ү 8, 622, 850 | 3, 583, 436 | 
102d St. pute No. 1, Inc., Forest | 


Hills, N 1, 370, 022 1, 239, 145 | 
102d St. Avaric, No. 2, Inc., Forest | | 
Is, N. Y 1, 211, 265 | 1, 083, 051 | 


29, 493, 176 | — 24,624,120 | 
| | 


! Combined figures for 12 project corporations, 


PAGE MANOR PROJECT 


Sponsors: David Muss and Norman K. Winston. 
Associates: Link Cowan, Ernest Cowan, and Tecon Realty Corp.! 


'Total project | 
cost 


| 
Corporate | Project mortgage 
Project capital proceeds (includ- 
stock ing premium) 


Page Manor, Dayton, Ohio? з $800 3 $17, 377, 500 3 $16, 613, 439 m 


Windfall 


$160, 824 
153, 178 

! 1, 040, 837 
708, 787 

1, 089, 345 
1, 357, 580 
39, 414 
130, 877 
128, 214 

4, 869, 056 


Windfall 


3 $764, 061 





! Principal owners of Tecon are Clint Murchison, Jr., and J. D. Murchison. 
3 Бес. 803 project. 
з Combined figures for 4 project corporations. 


PICKMAN PROJECTS 
Sponsor: Morton Pickman. 


Corporate | Project mortgage 
Project capital proceeds (includ- 
stock | ing premium) 


Total project 
cost 


Windfall 


А Crest Apartments, Holliswood, | 


$1,800 $1, 574, 450 | $1, 546, 761 
Briarwood —— Forest Hills, "Long 
Island, N. 6, 000 4, 559, 240 4, 080, 098 
Parkway Crest Apartments, , Holliswood, 
N.Y 1, 800 3, 229, 230 3, 148, 244 


Whitehall Crest Apartments, Hollis- 
wood, Ж. 1,800 2, 505, 984 2, 427, 433 

Foot Hi Terrace Apartments, Hollis- 
wood, N 1, 800 1, 682, 986 1, 639, 733 


ADAM Gardens, Flushing, ‘Long 
Island, N. Y b 7 2, 491, 190 


15, 333, 459 


$27, 689 
479, 142 
80, 986 
78, 551 
43, 253 
264, 060 
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PUNIA-MARX PROJECTS 


Sponsors: Charles Punia and William Marx. 
Associate: Israel Orlian.! 








| Corporate | Project mortgage | m | 
Project capital | proceeds (includ- | — | Windfall 
stock | ingpremium) | 7 | 
| 


Clinton Terrace, Inc., Nassau, N. Y.. 1 $4, 000 | $1, 928, 308 $1, 946, 068 | —$17, 760 
Larchmont Properties, Westchester, N. Y 134, 500 | 2,315, 200 | 2, 446, 240 — 131, 040 
Barnes Gardens, Bronx, N. Y ‘ 400 893, 814 964, 855 —71, 041 (L) 
Greystone Gardens, Bronx, N. Y 400 1, 190, 497 | 1, 338,403 | —147, 906 (L) 
Hutton Lafayette, West Orange, N. J... 5,000 | 2, 063, 790 | 2, 118, 565 | — 54, 775 
Harbor Gardens, Brooklyn, N. Y. 400 1, 483, 321 , 230, 302 253, 019 
v Hills, No. 1, North Bergen, | | 

| 400 2,127, | 994, 388 133, 452 
У одай Hills, "No. 2, North Bergen, 

N. 400 | ‚ 385, 2 326, 230 59, 050 
Rodas College Gardens, Forest Hills, | | | 

N.Y | $ , 210, 293 89, 502 (L) 
Oliver Gardens, Brooklyn, N. Y | 2, 324, 560 | 72, 777 | 351, 783 (L) 
Queens College Gardens, Kew Gardens, | | | 

N.Y ë ‚1 3, 430, 248 319, 752 (L) 
Quality Gardens, Forest Hills, N. Y.. 50 ! 2, 594, 2, 442, 351 152, 519 (L) 
Sun Dawn Gardens, Brooklyn, N. Y k | 1, 556, 46 , 396, 782 | 159, 682 
Edwark Properties Apartments, Inc., 

Brooklyn, N. Y 574, 100 530, 526 43, 574 (L) 
Narrows Gardens, Brooklyn, N. Y 369, 34 579, 868 89, 472 (L) 
Monticello Gardens, Jaekson Heights, 

N.N. . . 293, 877 | 281, 238 (L) 
Verona College Gardens, Forest Hills, | 

БЕ ‚ 430, 893 | 260, 244 (L) 


Thurman College Gardens, Forest Hills, 
N. Y 


š ‚ 577, 482 1,365, 846 | 211, 636 (L) 
Blossom Gardens, Flushing, N. Y | ‚ 726, 565 1, 604, 776 121, 789 (L) 
Aero Gardens, Forest Hills, N. Y 2, 704, 592 | 2, 325, 668 | 378, 924 (L) 
Dahil] Gardens, Inc., Brooklyn, N. Y { ] 748, 967 | 669, 444 | 79, 523 
Continental Gardens, Forest Hills, N. Y 2,! | ‚ 839, 116 | 1, 633, 376 | 205, 740 (L) 
анынын Б 157, 800 | 39, 020, 153 | 36, 251, 776 | 2, 768, 377 
I l 
1 Orlian had an interest In Woodcliff Hills 1 and 2, Rusken College Gardens, Sun Dawn Gardens, and 
Aero Gardens, 


QUEENS VALLEY DEVELOPMENT CO. PROJECT 


Sponsors: ! Francis Taylor, Sir Godfrey Way Mitchell, Taylor Woodrow, Ltd., Owen Fisher, Fayette 
Investment Trust, Ltd., and Jobn L. Turner. 


` 


| 

I 

E orporate | Project FRU antal 247 
Project | capital | proceeds (inelud- | 1 —— et | Windfall 

stock ing premium) j | 


! 


Alley_ Park Homes, Bayside, Queens, | $6, 000 | $6, 196, 500 | $5, 874, 386 | $322, 114 
М. Y. | | 


{ 


1 Stockholders of Queens Valley Development Co.—all British subjects. 
RODMAN-FINK PROJECTS 


Sponsors: Samuel Rodman and Max Fink. 

LE EE Te SI NE SIS Vy ered аа Г? — я | 
Corporate | Project mortgage 

Project capital proceeds (includ- 

stock ing premium) 


| 
} 1 $5, 000 1 $1, 850, 266 1 $1, 508, 266 1 $342, 000 
| 


Total project ; 
M prol Windfall 


| 
n 
Atlantic Gardens, Washington, D. O....| 
Chesapeake Terrace, Washington, D. с. 

1 


1 Combined figures for 3 project corporations. 
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ROSE-COYNE PROJECTS 


Sponsors: Charles Rose, Marshall Coyne, and Arthur Hamburger. 
Associates: Irving Rosoff and Samuel Rosoff. 


Corporate | Project mortgage 
capital proceeds (includ- 
stock ing premium) 


Falls 


Project 


Jefferson Village Apartments, 
Church, Va 1 $4, 852, 500 
37, 388, 000 


12, 240, 500 


1 Combined figures for 10 project corporations. 
? Combined figures for 2 project corporations. 


ROTH-SCHENKER PROJECTS 


Sponsors: Samuel J. Roth, Joel W. Schenker, and George Gregory. 
Associate: Harry Ginsberg.! 


| | | 

| Corporate | Project mortgage 
capital | proceeds (includ- 
stock | ing premium) | 


Project 


Elmwood Gardens, East Paterson, N. J.; a! 
Elmwood Knolls, East Paterson, N.J_.j 
Marine Terrace, Astoria, N. Y.; Gre gory) | 
Apartments, Astoria, N. a Elisabeth 
Apartments, Astoria, N. Y || 


| | 
? $2, 000 | 2 $5, 917, 600 | 


| | 
23, 000 | $11, 429, 000 | 


173 m ‚ 600 | 


1 Ginsberg had an interest in Elmwood Gardens. 
3 Combined figures for Elmwood Gardens and Elmwood Knolls. 
š Combined figures for Marine Terrace, Gregory Apartments, 


RUBENSTEIN PROJECTS 
Sponsor: Hyman Rubenstein. 


Corporate | Project mortgage 
capital proceeds (includ- 
stock | ing premium) 


Williams Field Air Force Base, Mari- | | 
сора, Ariz.! 

Davis-Monthan Air Force Base, Pima, | | 
сносио оь адреса —— — | 


3 $468, 000 | 


Project 


$3, 324, 100 | 
4 42, 900 | 
7, 7 754, 000 | 


1 Sec. 803 project. 
2 Combined figure for both projects. 


SARNER-SOLOW PROJECTS 


Sponsors: Sidney Sarner and Ralph J. Solow. 
i | ү 
Corporate | Project mortgage | 
Project capital | proceeds (includ- 
| Stock ing PNE 


qe Park, Section 1, Inc., 


| 
Teaneck, | 
i $ 875, 000 
1, 667, 000 


MC "542, 000 


——————— ] 


N 
Teaneck Gardens, Teaneck, N. J 


1 Combined figures on 13 project corporations, 


Total project 
cost 


1 $4, 571, 065 
3 6, 919, 163 


Total project 


cost 


3 $5, 128, 878 


3 9, 881, 427 


and Flisabeth Apartments. 


Total project 
cost 


$3, 288, 000 | 
4, 151, 388 | 


Total project | 
cost | 


1 $6, 662, 500 
1,490,000 


8, 152, 500 


15, 010, 305 | 


7, 439, 388 | 


Windfall 


1 $281, 435 
2 468, 837 


750, 272 


Windfall 


$1, 547, 573 


‚ 336, 295 


Windfall 


$36, 100 
278, 512 


314, 612 


Windfall 


1 $2, 212, 500 
000 


U 9, 389, 500 
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SCHNEIDER PROJECTS 
Sponsor: Jacob Schneider. 


Е ey дез зайди | | | | 

| | 

| Corporate | Project mortgage} т, +. 1 
Project | capital! | proceeds (includ- | I — | Windfall 
stock | ing premium) f соз | 
Lanson Gardens, Brooklyn, N. Y........| $1,000 | $1, 194, 800 | $1, 063, 053 | $131, 747 
Roder Gardens, Brooklyn, N. Y.........| 1, 000 | 770, 400 | 680, 688 | 89, 712 


2, 000 1, 965, 200 1, 743, 741 221, 459 


SCHNEIDER-FLOSSBURG PROJECTS 


Sponsors: Fred Schneider and Melvin Flossburg. 


| Corporate Project mortgage m Р 
› | : Total projec š 
Project capital proceeds (includ- — ject Windfall 
stock ing premium А 


Rhode Island Plaza, Washington, D. C $200 | $3. 520, 0t $3, 250, 000 $270, 000 
Parkchester Courts, Washington, D. C. 1 60, 000 i 11,860, 000 1 120, 000 


TOM T e onere sadi edeesnd №, 200 5, 500, 5, 110, 000 390, 000 


! Combined figures for 4 project corporations. 


SCHNITZER PROJECTS 
Sponsor: Harold J. Schnitzer. 


Corporate | Project mortgage 
Project capital | proceeds (includ- 
Stock ing premium 


Great Falls Air Base, Great Falls, Mont.!, $10, 200 $3, 208, 600 $3, 126, 59% 
Hill Air Force Base, Salt Lake City, 
Utah ! — I— и 10, 400 2, 806, 376 2, 723, 366 


20, 600 6, 014, 976 5, 849, 959 


! Sec. 803 project. 


SHARP PROJECTS 
Sponsor: Carl C. Sharp. 
Associates; Stewart Morris and Carlos Morris. 


] 
| Corporate | Project mortgage ay 
Project | capital proceeds (includ- T - Windfall 
stock | ing premium) 3 


| 
| 
Bayou Park Apartments, Houston, Tex | $89, 900 | $1, 282,500 | 
Bayou Lake Apartments, Pasadena, Tex. 11, 900 | 415, 000 | 323, 000 | 92, 000 


$949, 148 | $333, 352 


101, 800 | , 697, 500 | 1, 272, 148 | 425, 352 
i i 


| 


SHELBY CONSTRUCTION CO. PROJECTS 


Sponsors: Paul Kapelow and Louis Leader. 
Associate: Alex Kornman. 


Corporate | Project mortgage 
Project | capital | proceeds (includ- 
| stock | ing premium) 
i 
f 


Total project | Windfall 


cost 


Claiborne Towers, New Orleans, La. ....| ! $700,000 | 1 $9, 230, 600 1 $9, 133, 484 1 $97, 116 
Parkchester Group, New Orleans, La....| 2 656, 100 | 2 10, 845, 600 29,099, 412 2 1, 746, 188 
Audubon Park Group, St. Louis, Mo... 3 328, 700 | 3 11, 328, 351 | 311, 770, 351 3 —442, 000 
Roselawn Apartments, Natchez, Miss... 4 121, 600 4 1, 741, 600 4 1, 529, 289 4212, 311 


1, 806, 400 | 33, 156, 151 32, 532, 536 1, 613, 615 


! Combined figures for 2 project corporations. 
! Combined figures for 11 project corporations. 
3 Combined figures for 4 project corporations. 
* Combined figures for 8 project corporations. 
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SHPARAGO-SCHMIDT PROJECT 
Sponsors: Carl Shparago, Hannah Shparago, Frank A. Schmidt, and Fannye Schmidt. 
Corporate | Project mortgage Total project 


Project capital | proceeds (includ- 
ing premium) 


Windfall 


The Town House, Shreveport, La $2, 703, 000 $2, 417, 000 


SILBERMAN-DE CHARIO PROJECTS 
Sponsors: Saul Silberman and Ralph De Chario. 


| Corporate | Project mortgage 
Project ! capital. | proceeds (includ- 
stock | ing premium) 


Total project | rindê 
cost Windfall 


Fairfax Gardens, Baltimore, Md ! Р $1, 535, 800 | $1, 550, 849 — $15, 049 
Uplands Apartments, Inc., Baltimore, | | 

К лл эзен — 5,000 3, 742, 000 3, 514, 000 228, 000 
Uplands Apartments, B, Baltimore, Md. | 1, 000 3, 900, 000 3, 348, 000 552, 000 
Fort George M^ade, Anne Arundel, Md.!. 2, 000 2, 832, 800 2, 537, 000 295, 800 


12, 010, 600 10, 949, 849 


1 Sec. 803 project. 
SMALL-STERN PROJECT 


Sponsors: Albert Small and David L. Stern. 


Corporate | Project mortgage | mn 1 
Project capital proceeds (includ- I otal кри Windfall 
stock ing premium) и 


| 
— n TM — | — — —| — 


Idaho Terrace, Washington, D. C $12, 000 $1, 758, 750 | 


$185, 463 


$1, 573, 287 | 


SPORKIN PROJECTS 
Sponsor: Charles Sporkin. 
Associates: Herbert Du Bois,! Thomas К. Edwards,! Eve Lowenthal,? Nat Sporkin,? Maurice Sporkin,? 
and Milton Lundy.? 


| | | | 
| Corporate | Project mortgage} m —— 
Project capital | proceeds (includ. | Total project Windfall 
stock ing premium) 


Parkway Apartments, Inc., Haddonfield, 

N. J | ü š : j $2, 929, 600 $2, 679, 600 $250, 000 
Clover Hills, Mount Holly, N. J. Š 1, 620, 000 1, 340, 000 280, 000 
Margate Gardens, Margate City, N. J... 648, 000 658, 000 —10, 000 


5, 197, 600 | 4, 677, 600 520, 000 
I 


1 Du Bois and Edwards had an interest in Parkway Apartments and Clover Hills. 
2 Lowenthal, Nat and Maurice Sporkin, and Lundy had an interest in Margate Gardens. 


TILLES PROJECT 
Sponsor: Gilbert Tilles. 


Corporate | Project mortgage 
Project capital | proceeds (includ- Total —— Windfall 
stock ing premium) o 


$1, 093, 352 $853, 999 
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TISHMAN PROJECT 


Sponsors: Norman Tishman, David Tishman, and Robert Tishman. 


Corporate | Project mortgage 
Project capital | proceeds (includ- TI Windfall 
stock ing premium) 


Rego Park Apartments, Elmhurst, N. Y | 1 $2, 000 | 1 $6, 731, 839 | 1 $4, 987, 177 | 


1 $1, 744, 662 


1 Combined figures for 2 project corporations. 


TRICE PROJECT 
Sponsor: Franklin A. Trice. 








| 


Corporate | Project mortgage | Total project 
} 
| 


Project | capital | proceeds (includ- 


| 2 5 
| stock | ing premium) cost 


Lewis Gardens, Henrico County, Va |! $526, 000 | 3 $3, 884, 400 | 3 $2, 785, 400 | 3 $1, 099, 000 


i Land worth $13,897 was exchanged for stock valued at $526,000. 
? Combined figures for 5 project corporations. 


TRUMP-TOMASELLO PROJECT 


Sponsors: Fred C. Trump and William Tomasello, 





| Corporate | Project mortgage | ` : | 
Project | capital proceeds (inelud- | Total peo et Windfall 
stock | ing premium) | | 


Beach Haven, Brooklyn, N. Y | 1 $249, 000 | 1 $25, 177, 200 | 1 $22, 158, 200 1 $3, 019, 000 
| | | 


! Combined figures for 6 project corporations. 


WARNER-KANTER PROJECTS 


Sponsors: Marvin L. Warner and Joseph H. Kanter. 
Associate: William MacDonald.! 


| 
| Corporate | Project mortgage | masat —t' 
Project | capital | proceeds (includ-| ?9ta! project | Windfall 


stock | ing premium) cost 


Sheridan Apartments, Birmingham, Ala. $23, 0CO $264, 600 | $261, 029 | $3, 571 
Marlin Courts, Birmingham, Ala........| 2. 000 | 128, 000 | 128, 000 | 
Washington Park, Birmingham, Ala 17, 000 355, 000 | 325, 328 | 29, 672 
South Park Apartments, Birmingham, | | | 

Ala.. & А ай 24, 000 | 935, 300 870, 145 65, 155 
Jan-Mar Apartments, Birmingham, Ala. . | 6, 100 | 100, 000 | 99, 734 266 
Park Manor, Birmingham, Ala........ 30, 000 | 462, 200 | 450,007 | 12, 193 
Essex House, Birmingham, Ala........ 76, 000 , 221, 595 1, 224, 172 —2, 577 
Canterbury Gardens, Cincinnati, Ohio. . | 121, 000 | 2, 881, 182 2, 316, 896 | 564, 286 
Stratford Manor, No. 1, Cincinnati, Ohio_| 205, 000 4, 280, 400 | 3, 502, 567 | 777, 833 
Stratford Manor, No. 2, Cincinnati, Ohio 160, 000 , 964, 500 2, 475, 820 488, 680 
Canterbury Gardens, No. 1, 8t. Louis, | | | | 

NO. 2s š аа | 135,000 | 3, 763, 065 | 3, 474, 448 | 288, 617 
Canterbury Gardens, No. 2, St. Louis, | | 

Па D аак анда 135,000 | 3, 663, 692 | 3, 547, 071 116, 621 
Essex House, Indianapolis, Ind | 176, 000 | 3, 544, 398 | 3, 428, 378 | 116, 020 


| 1 1, 110, 100 | 


| | 24, 563, 932 | 22, 103, 595 | 2, 460, 337 
I | | 


1 McDonald advanced $250,000 for purchase of land for Canterbury Gardens Nos. land 2, St. Louis, Mo. 
2 Capital stock of $519,100 was redeemed upon completion of projects. 
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WEINBERG PROJEOTS 
Sponsor: Bernard Weinberg. 


Corporate | Project mortgage 
Project capital | proceeds (includ. | ® proje ct 
stock ing premium) 


— — —  — — — — — 


Pleasantville Manor Apartments, Pleas- 
antville, N. J 2 $1, 680, 000 $1, 452, 000 


Barrington Manor Apartments, Barring- ا‎ ° s 
2, 323, 0€ 1, 840, 033 


4, 003, 000 3, 292, 033 | 
1 


WEINGART-BOYER PROJEOT 


Sponsors: Ben Weingart and Louis Boyer. 


| Corporate | Project mortgage j mas 2 
Project capital | proceeds (includ- I — ct 
stock ing premium) 
] | 


Stocker-Crenshaw, Los Angeles, Calif... | 1 $420, 200 | 1 $10, 066, 300 1 $9, 801, 436 


1 Combined figures for 43 project corporations. 


WHITTENBERG PROJECTS 
Sponsor: H. G. Whittenberg. 


| Corporate | Project mortgage | m 60 
Project | capital | proceeds (includ- | — 
stock | ing premium) | " 


} 
Arcadia Apartments, Louisville, Ky.....| $12, 900 | $649, 600 | $596, 438 
Š 26, 800 | 1, 254, 400 | 1, 151, 929 | 
ааа ی ی ی ی‎ | 12, 600 | 515, 200 | 472, O87 | 


ое | 2, 300 | 2, 419, 200 2, 220, 454 | 


Windfall 


$228, 000, 
482, 967 


710, 967 


Windfall 


1 $264, 874 
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WINSTON-MUSS PROJECTS 


Sponsors: Norman K. Winston and David Muss. 
Associates: Louis H. Kaplan, Henry W. Penn, and Mika — 


fe Corporate 
| capital 
| stock 


Project mortgage | 
Project тосеейз (includ- 
| pr 1 | 
ing premium) 
l 
| 


Auburndale Terrace Apartments, 

Auburndale, N. Y.... š 
Auburndale Village, Auburndale, N. Y. 
— Gardens, Inc., Auburnd: ie, 


New 


$620, 275 
3 711, 206 


627, 985 
Birchwood T anor, Inc., 
York, N. й 
Maple зал Inc., Auburndale, N. Y. 
Oaktree Village, Inc., Section 1, Queens, 
New York, N. Y. s 
Pine Terrace Ap: artments, Inc., 
Auburndale, N. Y 
Beechwood 29 age, Inc., Queens, 
York, N. 
E Mitchell Vill: TN Inc., 


Billy. Mitchell Village, 'Nos. 2 
Antonio, Tex 3..... š 


Queens, | 
3 1, 835, 233 | 
670, 830 


W Les * 1, 130,017 
Section l, 
- - 1141, 058 
"New | 
кА. 800, 000 | 
San ‘Antonio, 

--- 3, 220, 200 
and 3, San | | 
4 5, 048, 083 | 





"у 
14, 804, 887 | 
| 
| 


Total 887 


! Kaplan, Penn, and Mika Stiftung, a Swiss corporation, had 
3 Sec. 803 projects. 

! Combined figures for 4 project corporations. 

* Combined figures for 2 project corporations 


WOHL-BLEACHER PROJECTS 


Alfred Wohl, Morris Bleacher, and Charles K. Itchkow, 


Arthur Wohl 


Sponsors: 
Associate 


| 
Project morts 
proceeds (inelud- 
| ium) 


| Corporate | M 
capital 


stock 


| 
Project | 
| 


r 


ing prer 


Kew Terrace, Inc., Flushing, N. Y 
Kew Terrace, No. 2, Flushing, N. 


$1, 830, 815 | 
1, 280, 085 | 


Е 3, 000 
Y 3, 000 
3, 110, 900 


Total. 6, 000 


WOLOSOFF PROJECTS 


Sponsor: Alvin B. Wolosoff. 
Associates: Morty Wolosoff ! and David Minkin.? 


t 


1 


Corporate | 
capital 
stock 


| Project mortgag 
гео ds (inclu 
z premium) 


Project 


| 
| 
| 


Alley Pond Park, Hollis, N. Y 

Lakeview Apartments, Queens, 
ZONE NU. Журе» 

Total.. 


! ? $3. 000 | 52. 000 | 
New | 
š 10, 000 ! 3, 102, 514 | 

| | 


аа | 13, 000 7, 754, 514 


1 Morty Wolosoff had an interest in Alley Pond Park. 
? Minkin had an interest in Lakeview Apartments. 
è Combined figures for 3 project corporations. 


56167 


an interest in the 


Total project 
cost 


Windfall 


| 
$ 799, 186 
703, 164 


$21, 089 
3 8,042 


43, 002 


703 
456 


446 


A 
11, 739, 530 

629, 374 | 
| 


3 95, 


41, 


{ 1, 030, 571 * 99, 


4 164, 525 1 —23, 407 


745, 224 54, 776 


-- 
и 


2, 742, 500 477, 700 


+ 4, 495, 934 4 552, 149 


1, 369, 896 


13, 434, 901 


Billy Mitchell projects 


| 
Total project | "ina 
cost | Windfall 


$1, 585, 272 | 
1, 089, 695 


$245, 543 
190, 390 


435, 933 


2, 674, 967 


Total project 


cost Windfall 


3 $4, 176, 423 


3 $475, 577 


| 
E: 
| 
| 
| 


3 2, 458, 000 


3 644, 514 


120, 091 


6, 634, 423 1, 


— — — — — — — — 
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WOODNER PROJECTS 


Sponsor: Ian Woodner,! 
Associates: Max Woodner and Beverly Woodner. 


Corporate | Project mortgage 
Project capital | proceeds (includ-| ? 9*8 project 
stock ing premium) 


Windfall 


Fayette Court, — Alexander, Va $300 $419, 400 $398, 813 $20, 587 
Fenwood, Section A, Inc., Hempstead, 
N. У 500 757, 600 615, 345 142, 255 


1, 026, 100 833, 492 192, 608 
721, 500 586, 024 135, 476 


2 1, 269, 600 1, 031, 207 238, 393 
— Corp., Washington, D. C Х 1, 447, 000 1, 233, 105 213, 895 
Мапог Рагк Apartments, Sections 1 and 
2, Wilmington, Del 2, 668, 117 10, 283 
Terrace Corp., Washington, D. C 731, 477 40, 523 
Shipley Park Corp., үү —— п, D. C.. , 010, 6 1, 669, 873 | 340, 727 
Columbia Heights, Section 4 , Inc. „ Аг- | 
lington, Va ‹ 899, 206 77, 204 
A Woodner, Inc. V 
192, 328 | ,072 


›. С i 
Ruth Woodner, Inc., Washington, D. C. у 137, 000 132, 149 | 
University Hills, Inc., University Park, | 
ма 2, 630, 000 2, 151, 939 78, 061 


Crestwood Lake Apartments, Section 1, | 
Yonkers, N. Y , 2, 356, 000 2, 212, 108 | , 892 (L) 
Crestwood Lake Apartments, Section 2, | | 
Yonkers, N. Y ў | 2, 435, 100 2, 558, 533 | 23, 433 (L) 
Huntwood Apartments Corp. Wash- | | 
ington, D. C ' 1, 267, 000 1, 536, 993 | - , 993 (L) 
Rock Creek Plaza, Sections 1 and 2, 
Washington, D. C ; 10, 936, 300 | 11,750, 997 814, 697 (L) 


m Village, Section 1 
1, 063, 360 | 1, 042, 865 20, 495 (L) 


1, 528, 680 1, 498, 804 | 9, 876 (L) 
Bwifton Village, Section 3, Cincinnati, | 
О eae ak Ree 3 75, 2, 182, 0 2, 200, 173 7, 943 (L) 
— Village, Section 4, Cincinnati, 
1, 746, 080 1, 757, 179 , 099 (1) 


өк Village, 
Ohio 39, 4, 014, 460 4, 090, 687 —76, 227 (L) 
MCN Apartments Corp., Champaign, 
1, 603, 800 2, 080, 724 — 476, 924 


4, 876, 200 6, 214, 332 | —1, 338, 132 


49, 054, 910 50, 086, 470 _1, 031, 560 





суше" "Gardens, Corp. Champaign, 





1 Бес. 803 projects, 
YOUSEM-BIALAC PROJECT 


Sponsors: Philip Yousem, Sam Bialac, and Jerry Bialac. 


| 

Corporate | Project mortgage | 
Project capital | proceeds (includ- — et 
stock ing premium) " 


Union Housing, Los Angeles, Calif 1 $5, 167, 700 1 $5, 025, 000 1 $142, 700 


Windfall 


1 Combined figures for 35 project corporations. 
ZARETT-LANE PROJECT 


Sponsors: Hyman H. Zarett and Sylvia Lane. 
Associates: Jack Speigel,! and Isodore Lehrer.! 


Corporate | Project mortgage 
Project capital | proceeds (includ. | Total project 
stock ing premium) 


Bayshore Gardens, Brooklyn, N. Y $10, 500 $1, 370, 007 $1, 154, 108 $215, 899 


Windfall 


1 Speigel and Lehrer purchased Lane’s 14 interest. 





APPENDIX 


Over-A.u Statistics on FHA Hovusinea Program, 1984 то Junge 30, 1954 


Number of | Number of 
loans units Original amount 


Title I, sec. 2 (property improvement) : 17, 315, 729 (1) $7, 956, 271, 146 
Вес. 203. ...... — — J О зака 2, 890, 874 17, 452, 327, 835 
Sec. í 662 68, 830 357, 123, 431 
Бес. 214 38, 697 365, 205, 097 
Sec. N | 24, 690, 006 3, 645, 259, 907 
Бес. р Ed . | £ 465, 683 

See. 80% Š ) | 236 74, 085 

ROME J ; 55, 245 | 


428, 753, 250 





FEDERAL BUREAU OF INVESTIGATION Report ON CLYDE L. POWELL, FORMER 
ASSISTANT COMMISSIONER, FEDERAL HOUSING ADMINISTRATION 


The following is a summary of some background concerning Clyde L. Powell, 
former Assistant Commissioner, Rental Housing Division, Federal Housing 
Administration: 

Mr. Powell resides at the Sheraton-Park Hotel in Washington, D. C., and main- 
tains a legal residence at 476 North Kingshighway, St. Louis, Mo. 

The records of the Federal Housing Administration indicate Clyde L. Powell 
was born March 2, 1896, at Salem, Mo.; served in World War I, having enlisted 
in September 1917 and being discharged in May 1919. He claimed 17 months’ 
service in France and claimed attendance at the University of Missouri engineer- 
ing department, from 1914 to 1917, without graduation. 

Recent inquiry indicates there is no record of Clyde L. Powell attending Mis- 
souri University, Columbia, Mo., or the Missouri School of Mines, Rolla, Mo., 
during the period 1914-17. 

The records of the St. Louis, Mo., Police Department reflect that a Clyde L. 
Powell, was C. Clyde Powell, and Robert Lane, age 19 years, a bellboy, was 
arrested on March 29, 1916, for larceny from a dwelling. It is reported that this 
individual had two pawn tickets in his possession at the time of arrest. The 
records reflect he admitted these pawn tickets were for a ring and a pair of gold 
cuff links stolen from two different hotel guests. On May 2, 1916, the above- 
described Clyde L. Powell was sentenced to 1 year in the workhouse and was 
paroled on the same date. The records of the circuit clerk for the criminal causes 
court, St. Louis, Mo., reflect that a Clyde L. Powell, on May 2, 1916, upon entering 
a plea of guilty, was sentenced to 1 year in the workhouse for larceny of a ring 
valued at $25 from I. C. MeNiece, of the Washington Hotel, St. Louis, Mo. It 
appears that this Clyde L. Powell was paroled on the same date, and ordered to 
report by letter to the judge. The circuit clerk’s records show an application for 

ardon, dated May 2, 1916 (same day as sentencing), and signed the same date. 
l'his application indicates the applicant, Clyde Powell, was born March 2, 1897; 
т employed at the Washington Hotel; and gave his home address as Salem, 
Mo. 

Your attention is invited to the identity of name and home—Salem, Mo.—with 
that given by Assistant Commissioner Clyde L. Powell in his Federal Housing 
Administration employment record. There is exactly a l-year difference in the 
dates of birth and age at the time of arrest. 

The identification record for one Clyde Lilbon Powell, Federal Bureau of In- 
vestigation No. 5180, reflected he entered the United States Army on June 4, 1917, 
at Kansas City, Mo., and was assigned Army Serial No. 805870. The identifica- 
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tion record reflects, further, that the same person was arrested by the Philadel- 
phia, Pa., Police Department, on October 30, 1917, on a charge of larceny; entered 
a plea of guilty on November 8, 1917; was given a suspended sentence; and was 
discharged. he identification record shows this same Clyde Lilbon Powell was 
again arrested on January 12, 1920, by the Little Rock, Ark., Police Department, 
on a charge of suspicion. No disposition of this arrest is shown. 

A search of the police records of the Little Rock, Ark., Police Department in- 
dicated one Clyde Powell of Salem, Mo., was arrested on January 12, 1920, for 
suspicion of passing bogus checks and was discharged. A notation on the records 
of the Arkansas Police Department indicates “now wanted Texarkana, Tex., and 
Dallas, Tex.—bad checks." The identification record reveals this same person 
Was again arrested, this time on August 19, 1922, by the Dallas, Tex., Police De- 

artment, charged with passing a worthless check. It appears he made restitu- 
ion and was released. 

The military-service record of Clyde L. Powell, Army Serial No. 805870, 
shows he enlisted in the United States Army, Enlisted Reserve Corps, on June 
4, 1917. It is noted that the serial number and enlistment date in this military- 
service record are identical with the number and date set forth in the above- 
mentioned identification record. The service record reveals Powell was unable 
to report for duty when called on January 15, 1918, because he was being held 
by civil authorities in the county jail, at Chicago, Ill., for having passed a worth- 
less check at the Siegel Cooper & Co. The Chicago Police Department records 
reflect that Clyde L. Powell was arrested in Chicago, Ill., on October 17, 1917, 
for passing a check for $85 at Siegel Cooper & Co., Chicago, Ill., drawn on the 
South West Bank of Kansas City, Mo., payable to Clyde L. Powell, signed 

reorge W. Powell, which check was returned. His age was given as 23, residing 

at Kansas City, Mo., The service record reflects further, that Clyde L. Powell 
entered on active duty on April 15, 1918. The record indicates that Powell 
was absent without leave from December 14 to 18, 1918, and received a sum- 
mary court-martial sentence of confinement at hard labor for 2 months, and 
forfeiture of two-thirds pay. The unexpired portion of Powell’s sentence to 
confinement was remitted on January 28, 1919. The record also reveals Clyde 
L. Powell received company punishment, March 28, 1918, for missing reveille 
and formation. Clyde E Powell was honorably discharged on May 8, 1919, as 
a private first class, by reason of expiration of his term of service. 

The booking desk register for the old Jackson County Jail, Kansas City, Mo., 
under registry No. 4692, reveals that one Clyde L. Powell, age 22; height 5 feet, 
6 inches; hair, light; eyes, blue; race, white; born Salem Mo.; was committed to 
jail by Justice of the Peace Clark on February 8, 1918. The charge was shown 
as “surrendered by bondsman.” The records further reveal that the prisoner was 
released on March 12, 1918, on bond. 

The records of the Jackson County sheriff’s office, Kansas City, Mo., for the 
year 1917 reflected one Clyde Powell, 21; 5 feet 6 inches; chestnut hair; blue eyes; 
white; male; of Salem, Mo., was arrested on September 18, 1917, on charge of 
embezzlement and was released on bond. The record book of Justice of Peace 
Charles A. Clark, Kaw Township, Jackson County, Mo., Docket No. 3975, re- 
flected Clyde Powell and Clara George, on September 18, 1917, were charged with 
embezzlement. The Kansas City Times of September 19, 1917, on page 10, re- 
ports as follows: 


“HOTEL ACCUSES EMPLOYEES—EMBEZZLEMENT OF MUEHLEBACH MONEY 
CHARGE AGAINST COUPLE 


“Clyde L. Powell, assistant auditor of Hotel Muehlebach, was arraigned on a 
charge of embezzlement before Judge Charles H. Clark, yesterday afternoon, and 
placed in the county jail in default of $1,000 bond. He and Miss Clara George, 
cashier of the Plantation Grill, were charged with having embezzled $450 of the 
hotel’s money. Powell pleaded not guilty. His hearing was set for September 
28. Miss George was ill and unable to appear yesterday. Powell is 25 and Miss 
George is 38 vears old.” 

The records of the St. Louis, Mo., Police Department reflect, further, that a 
Clyde Powell, age 34-35, a broker by profession, residing at 4406 McPherson, St. 
Louis, Mo., was arrested on March 17 and April 14, 1931, for failure to have a 
State automobile license. It has been ascertained that Clyde L. Powell, Assistant 
Commissioner, Federal Housing Administration, was a real-estate broker in St. 
Louis, Mo., in 1931, and at that time resided at Hampden Hall Apartments, 
4402-4406 McPherson, St. Louis, Mo 





FHA INVESTIGATION 129 


According to the date of birth given in his Federal Housing Administration 
—— record, Clyde L. Powell would have been 35 years old on March 2, 
1931. 

The criminal records of the Metropolitan Police Department, Washington, 
D. C., reveal that one Clyde Powell, age 45; white; occupation, clerk; marital 
status, single; address, Wardman Park Hotel; had been arrested at 2:35 a. m. 
on July 16, 1943, and had been charged with being disorderly. The disposition 
reflected that Powell elected to forfeit $5. 

The identification record referred to above also reveals that the Civil Service 
Commission had submitted two fingerprint cards for the same Clyde Lilbon Powell. 
One dated August 14, 1941, gives Powell’s position as Assistant Administrator, 
Federal Housing Administration, Washington, D. C., and contains the state- 
ment: “I have never been arrested” in response to the inquiry concerning an 
arrest record. The second fingerprint card submitted by the Civil Service Com- 
mission, dated January 10, 1948, shows Powell’s position as Assistant Commis- 
sioner, Rental Housing Division, Federal Housing Administration, Washington, 
D.C. On this latter card, in answer to the question, “Have you ever been arrested 
for any reason whatsoever”? there is a cross mark in the space next to the word, 
“No.” The arrest record of Clyde Lilbon Powell, as recorded in the identifica- 
tion record referred to above, was furnished the Civil Service Commission on 
October 22, 1941, and, on March 31, 1948, by the Federal Bureau of Investigation. 

The fingerprint cards referred to above, describe Clyde Lilbon Powell with the 
identical full name, date of birth, employment, and residences in 1941 and 1948, 
as appear in the employment records of the Federal Housing Administration for 
Clyde L. Powell, Assistant Commissioner, Federal Housing Administration. 
The fingerprint cards are part of the identification record described above. 
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